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OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

)
)
Plaintiff-Counterdefendant-Appellant)
Cross Respondent,
) SUPREME COURT NO. 36916-2009
)
v.
)
)
AIA SERVICES CORPORATION, an Idaho
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was a sufficient consideration for the promise of the [creditor] to forbear action for the period
covered") (citing Deerfield State Bank v. Coerber, 215 Pac. 498 (Kan. 1923».
Further consideration is found in the same facts set forth above with regard to AIA's
actions taken in reliance on Reed's promises. The agreement was that Reed would accept
reduced payments and extend the time for payment until AIA and Crop USA reached $60 million
in new business placements. An integral part of this agreement was that AIA was going to work
with CropUSA in many different ways to build up a joint agency force and get the companies to
a financial position in which Reed's Note could be paid in full. AIA's actions pursuant to this
agreement served as both a detriment to AIA and a benefit to Reed in that they facilitated a way
for Reed's note to be fully paid. AIA abandoned its intended plan of selling a new line of health
insurance products through American Select Insurance Company so that it could focus on
building up the joint sales force an on the sale of crop insurance. See John Taylor Aff., , 15.
AIA guaranteed an initial line of credit from Zions Bank and then subsequently guaranteed the
$15,000,000 line of credit from Lancelot to CropUSA. Id. at 17. Finally, AIA allowed Reed to
continue serving as its sales manager. Id. at 19. Each of these facts served as a detriment in that
they negatively affected AIA's financial position. Each of these facts also served as a benefit to

MEMORANDUM OF LAW IN SUPPORT OF MOTION FOR RECONSIDERATION
AND CLARIFICATION AND, IN THE ALTERNATIVE, REQUEST FOR
- 19CERTIFICATION FOR INTERLOCUTORY APPEAL
40005.0006.1147541.5

Reed in that they facilitated the ability of the companies to finance the complete payoff of Reed's
Note. 3

D.

The Modification Is Sufficiently Definite
The Court concluded that the terms ofthe modification are not sufficiently definite to

constitute a binding contract modification. In reaching this conclusion, the Court incorrectly
held that the definiteness requirement of a contract modification is higher than the definiteness
requirement of an original contract. All contracts, be they original contracts or modifications of
those contracts must satisfy certain basic contract requirements, like mutual assent, consideration
and certainty in terms. The requirements for a modification are the same as they would be if the
parties were entering into any other contract. See, e.g., Lunceford v. Houghtlin, 170 S.W.3d 453,
464 (Mo. App. 2005) ("Contract modification entails meeting the same elements as required for
formation ofthe original contract."); Singing River Mall Co. v. Mark Fields, Inc., 599 So.2d 938,
947 (Miss. 1992) ("Since a contract modification must have the same essentials as a contract, a
binding post-contract agreement must fulfill the requirements of a contract regardless of whether
a party characterizes it as a modification or a stand-alone contract.").
While it is true that the time for payment must be certain (in either an original contract or
a contract modification extending time of payment), there is no requirement that the time for

3 Even ifthere were no consideration for the modification, Idaho courts do not require
consideration where the elements of promissory estoppel are satisfied. Rule Sales and
Service, Inc. v. Us. Bank Nat. Ass'n, 133 Idaho 669, 674 (Ct. App. 1999). Promissory
estoppel requires the following elements: (1) the detriment suffered in reliance on the
promise was substantial in an economic sense; (2) the substantial loss to the promisee acting
in reliance was or should have been foreseeable by the promisor; and (3) the promisee must
have acted reasonably in justifiable reliance on the promise made. Id. As explained above
with regard to waiver, AIA detrimentally relied on Reed's promises. AlA reliance was
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payment be as equally fixed as the underlying contract. The Court relied on authority cited by
Defendants, but misconstrued that authority. Defendants cited 10 C.J.S BILLS AND NOTES § 110
(West 1995), which explains: "In order for an extension of time to be binding, the time to which
payment is extended must be as definite as is required in a promissory note when originally
made." (emphasis added). The Court cited this same authority, but expanded it to conclude that
the contract modification "must have the same certainty as existed in the original promissory
note." See Order at 11 (emphasis added). Relying on this analysis, the Court concluded that the
contract modification fails the definiteness requirement because the original contract provided
for payment on a fixed date (August 1, 2005) while the contract modification provided for
payment fixed by the occurrence of an event - the companies reaching $60 million in new
business placements. This analysis is incorrect. The modification can have a different type of
payment date as long as the new payment date is sufficiently certain that it would be enforceable
if it were an original contract. The question is simply whether the contract modification would
be enforceable if it were an original contact.
The contract modification provides for payment of principle when the companies reach
$60 million in new business placements. This is no different from a promissory note under
which the maker of the note promises to pay a certain amount upon the sale of certain property or
upon the occurrence of some other event. This type of promissory note has been held to be
enforceable, and in the event that the event does not occur, payment is to be made within a
reasonable time. As explained in 11 AM. JUR. 2D Bills and Notes § 192 (1997):

substantial in an economic sense in that it left AIA in a position in which it was less able to
comply with the original terms of the Note.
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[WJhere an instrument is payable upon the happening of an event
which is wholly or partially within the control of the promisor, and
the surrounding circumstances show that the debt is an absolute
one, it is supposed that the parties intended that a reasonable effort
would be made to cause the event to happen within a reasonable
time. Thus, where an obligation is to be performed when certain
property ofthe obligor is sold, it becomes due when a reasonable
time has elapsed for the making of the sale, even though the
property has not yet been sold.
Id.; see also Adams v. Herman, 261 Cal.App.2d 234,236 (Cal. App. 1968) ("Furthermore, it has
been held that when performance of an obligation is conditioned upon an event of sale with no
specific time fixed for a sale, the law will supply the omission by fixing a reasonable time when
the circumstances under which the obligation was created inherently indicate that a sale was
contemplated within a reasonable time."); Cheyenne Dodge, Inc. v. Reynolds and Reynolds Co.,
613 P.2d 1234, 1236 (Wyo. 1980) ("Ifthere is a debt in existence and payment is merely

postponed until the happening of an event which does not happen, the law requires payment to
be made within a reasonable time."); Prell v. Trustees of Baird and Warner Mortg. and Realty
Investors, 386 N.E.2d 1221, 1228 (Ind. App. 1979) ("It has been stated as well-settled that if a
debt is in existence and payment is postponed until the happening of a contingency, which does
not happen, the law requires payment to be made within a reasonable time."); Rosing v. Dwosldn
Decorating Co., 141 Ga.App. 617, 619, 234 S.E.2d 128, 130 (Ga. App. 1977) ("When the
existence of a debt is conditional on the happening of some event, payment cannot be enforced
until that event happens; but when payment of an existing liability is postponed until the
happening of an event which does not happen, payment must be made within a reasonable
· .").
t lme

Indeed, the Idaho Supreme Court recently held that a contract is enforceable as long as it
is "performable at or until the happening of any specified contingency which mayor may not
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occur within a year." See Mackay v. Four Rivers Packing Co., _

P.3d _,2008 WL 427789,

*3 (Idaho 2008). The Court explained:
Similarly, there is a disputed issue of fact as to whether the
alleged contract contained a provision for its duration. Even if we
did not take Mackay's contention as true, that the term ofthe
contract is "until retirement," summary judgment would still be
inappropriate because there are disputed issues of material fact as
to the duration of the alleged contract. Mackay cites Rath v.
Selection Research, Inc., 519 N.W.2d 503 (Neb. 1994), where the
Supreme Court of Nebraska examined an oral employment
contract. The record in that case was unclear as to the duration of
the contract-it was either "her lifetime," her "career," her "work
lifetime," "50 years," or "until age 65." Since these positions
yielded different results under the Statute of Frauds, the court
found the record was not sufficiently clear for the district court to
have determined the duration of the contract. Thus, the record
presented a material issue of fact as to the duration of the contract,
which precluded summary judgment. Id. at 506-07.

The existence and terms of the contract here are not clearthese are all disputed facts. When the existence of a contract is in
issue, and the evidence is conflicting or admits of more than one
inference, it is for the jury to decide whether a contract in fact
exists. Johnson v. Allied Stores Corp., 106 Idaho 363, 368, 679
P.2d 640,645 (1984). Thus, because the parties dispute whether
there was a contract and, if so, what its duration was, there were
factual issues that should have been presented to a jury for
determination. The district court erred when it granted summary
judgment on Mackay's breach of contract claim.
Id. at *5.
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Thus, the fact that the contract modification provides for payment upon the occurrence of
an event does not make the modification unenforceable. 4 Rather, the modification is enforceable
and, in the event that the companies do not reach $60 million in new business placements, then
payment is due upon a reasonable time. The determination of when that "reasonable time"
occurs is a question of fact for the jury. See Hamlin v. Steward, 622 N.E.2d 535,540 (Ind. App.
1993).
Here, the determination of when the reasonable time is for payment is both simple and
fair under the circumstances. The reasonable time for a contract's performance "is to be
determined from the surrounding conditions and circumstances which the parties contemplated at
the time the contract was executed." Miller v. Bealer, 608 N.E.2d 1133, 1135 (Ohio App. 1992).
The time frame within which the companies would likely reach $60 million in new business
placement was well known by all of the parties at the time ofthe modification. Reed was not an
outsider. Rather, at the time Reed agreed to the modification and agreed to waive his rights
under the original Note, Reed was the Sales Manager of both AIA Insurance and CropUSA with
intimate knowledge of AIA's and CropUSA's business plans and the ability (and fiduciary
responsibility) as sales manager of each company to help reach the goals. See Feb. 28,2007,
John Taylor Aff., 116 (explaining that, in reaching the agreement relating to the $60 million
benchmark, Reed "was provided written business plans and budgets outlining the plans and he
agreed to the objectives."). Based on these budgets, business plans, and Reed's intimate
knowledge of the businesses, Reed understood the time frame in which the $60 million in new

4

Again, the question is whether these terms would be enforceable if they were the terms of an
original promissory note. lfthe original Note provided for payment upon reaching $60
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placement premiums would be accomplished. During the March 1, 2007 preliminary injunction
hearing, John explained:
A.
Based upon current assumption and the marketing plan that
we put together back in 2003, it would be due and payable about
2000 - August 2009.

Q.

About or exactly how?

A.
Well the payment of both the, A, preferred shares which
has to be paid first and the this note is payable upon the ability to
finance the based upon the amount of premium that is written
and under our current plans and under our current projections, that
would be August of 2009.
Cressman Aff., Ex. B, p. 77, LL. 6-15.
In summary, the 2003 modification provides for payment upon the happening of a certain

event. The modification is enforceable, just as it would be ifthe original Note had provided for
payment upon reaching $60 million in new business placements.

E.

Interlocutory Appeal.
In the event that this Court denies Defendants' motion for reconsideration, Defendants

ask the Court to certify its Order for interlocutory appeal pursuant to Idaho Appellate Rule 12(a).
That rule provides the Court with discretion to allow for an appeal of an interlocutory order or
decree of a district court, "which is not otherwise appealable under these rules, but which
involves a controlling question of law as to which there is substantial grounds for difference of
opinion and in which an immediate appeal from the order or decree may materially advance the
orderly resolution of the litigation." Id. This standard is satisfied and an interlocutory appeal is
appropriate and necessary in this case.

million in new business placements, AIA could not be heard to argue that the original Note
was unenforceable. Instead, it would be enforceable and payable within a reasonable time.
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The Order involves a "controlling question oflaw" in that it resolves the central issue in
this litigation - whether Defendants are in default of the Note.
As set forth in the argument above, "there is substantial grounds for difference of
opinion" with regard to the factual and legal issues resolved by the Court.
Also, an immediate appeal "may materially advance the orderly resolution ofthe
litigation" in that an immediate appeal would completely resolve the central issue of this case
now, rather than leave the parties to litigate the secondary issues (i.e., fraudulent transfers,
director liability, etc.), only to risk having the Order on the primary issue reversed on appeal.
Finally, an immediate appeal is necessary to preserve the viability of AIA Insurance.
According to Plaintiff, the Court's finding of default will result in Reed having the right to vote
AIA Services shares in AIA Insurance. From past experience, it is clear that Reed Taylor would
exercise this right to attempt to terminate John and likely all other key AlA Insurance employees
and elect himself as the sole director and officer of AIA Insurance. It is believed that no AIA
Insurance employees will be willing to work for Reed and, having been out of the business for
some time now, Reed lacks the contacts and company knowledge to sustain the company on his
own. In short, it is believed that AIA Insurance will not survive under the direction of Reed.
See John Taylor Aff., " 20-21.

Ifno immediate appeal is granted (and if Reed ultimately persuades the Court that Reed
is now entitled to vote himself in as the sole officer and director of AIA Insurance), the practical
reality is that no appeal oftrus Court's Order will be taken until it is too late. By the time the
remainder of this case is tried, which is currently scheduled for October 2008, and by the time
the usual appeal process runs its course, Reed will have held control of AlA Insurance (ifit
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survives) for approximately two years. By that time, it may be too late for current management
to step back in and repair what likely will have been irreparable damage to AIA Insurance.

IV. CONCLUSION
For the foregoing reasons and the reasons set forth in Defendants' Memorandum In
Opposition To Plaintiffs Motion For Summary Judgment, Defendants request that this Court
vacate its entry of partial summary judgment in favor of Plaintiff in its Order of February 8,
2008, and enter an order denying Plaintiffs Motion for Summary Judgment. In the alternative,
Defendants request a certification for interlocutory appeal pursuant to Idaho Appellate Rule
I2(a).
RESPECTFULLY SUBMITTED THIS

2L

day of February, 2008.

HAWLEY TROXELL ENNIS & HAWLEY LLP

By~~~~~~__~~____________

ry . Ba itt ISB No. 1486
ttorneys for AIA Services Corporation and
AIA Insurance, Inc.
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RECONSIDERATION AND CLARIFICATION AND, IN THE ALTERNATNE, REQUEST
FOR CERTIFICATION FOR INTERLOCUTORY APPEAL by the method indicated below,
and addressed to each of the following:
Roderick C. Bond
Ned A. Cannon
Smith, Cannon & Bond PLLC
508 Eighth Street
Lewiston, ID 83501
[Attorneys for Plaintiff]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
~Email

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, WA 99403
[Attorney for Defendants Duclos and Freeman]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
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Email

Michael E. McNichols
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321 13th Street
Lewiston, ID 83501
[Attorneys for Defendant R. John Taylor]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
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Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
[Attorneys for Defendants Connie Taylor, James Beck
and Corrine Beck]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
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James J. Gatziolis
Charles E. Harper
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[Attorneys for Crop USA Insurance]
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Hand Delivered
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_ _ Telecopy
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Attorneys for AIA Services Corporation and
AIA Insurance, Inc.
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OF THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
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vs.
AIA SERVICES CORPORATION, an Idaho
corporation; AIA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
Corporation; and JAMES BECK and
CORRINE BECK, individually and the
community property comprised thereof,
Defendants.

)
)
)
)
)

)
)
)
)
)
)
)
)
)
)
)

Case No. CV-07-00208
AFFIDAVIT OF JOHN TAYLOR IN
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INTERLOCUTORY APPEAL

)
)
)

AIA SERVICES CORPORATION, an Idaho )
corporation; and AIA INSURANCE, INC., an )
)
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Idaho corporation,
Counterclaimants,
vs.
REED J. TAYLOR, a single person,
Counterdefendant.

)
)
)
)
)
)
)
)
)

I, JOHN TAYLOR, duly swear and state:
1.

This affidavit is based upon my personal knowledge.

2.

I am the President and CEO of AIA Services Corporation and AIA Insurance, Inc.

3.

Attached hereto as Exhibit A is a true and accurate copy of the Stock Redemption

Restructure Agreement.
4.

Attached hereto as Exhibit B is a true and accurate copy of the Series A

Shareholder Agreement, which is also attached as Exhibit G to the Stock Redemption
Restructure Agreement.
5.

Pursuant to the terms of the Series A Shareholder Agreement, AIA Services "shall

not pay any principal on the $6M Note until the Series A Preferred Stock is completely
redeemed."
6.

AIA Services has not yet completely redeemed the Series A Preferred Stock. As

of this date, the principle balance owed to Donna Taylor as the Series A Preferred Shareholder is
$ 443,478.47. A true and accurate copy ofthe ledger demonstrating the balance owed to the
Series A Preferred Stockholder is attached hereto as Exhibit C.
7.

Attached hereto as Exhibit D is a true and accurate copy of a Subordination

Agreement, purportedly entered into between Donna Taylor and Reed Taylor ("Reed") on
December 1, 2006.
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8.

The original terms of the Note provided for monthly interest payments of $41,500

and payment of the entire principal by August 1,2005. By March 2003, AlA was no longer able
to make these interest payments. At this time, Reed was continuously threatening to declare a
default and pursue his rights under the Note.
9.

In my previous affidavit dated February 28, 2007, I explained that in March 2003

Reed and I reached certain agreements with regard to the promissory note dated August 1, 1995.
In connection with those agreements, Reed expressly stated that he would accept reduced interest
payments of$25,000 per month without declaring a default of the Note or the related Stock
Redemption Restructure Agreement. Reed further expressly stated that he would not declare a
default with regard to the $6 million principal until AIA and CropUSA reached $60 million in
new business placements.
10.

As of March 2003 and all of the way through the August 2005 principal due date,

AIA paid the $25,000 every month, and Reed accepted it every month without complaint. Reed
did not provide any notice of default, and Reed did not ever give any written notice that he was
accepting the payments without waiver.
11.

Prior to Reed's waiver and agreement with regard to the Note, I had offered on

multiple occasions to voluntarily tum AIA Insurance over to Reed. Reed, however, told me that
he did not want AIA Insurance, but instead wanted to figure out a way to be paid in full. Reed
told me that the way to ultimately be paid in full was for AIA to work with CropUSA to build up
a combined agency force.
12.

When AIA Services and Reed entered into the Note and the subsequent 1996

Stock Redemption Restructure Agreement, AIA Insurance had a thriving income stream from its
health insurance products and from its ownership of The Universe Life Insurance Company,
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which would provide the revenue to pay off Reed's Note. However, subsequent to 1996, AlA's
health insurance revenues declined substantially due to government regulation of health
insurance and other market changes and the placement of The Universe Life Insurance Company
into liquidation in 1998. In 2001, Trustmark Insurance Company, the company that underwrote
AIA's individual health insurance products, determined that it would no longer underwrite
individual health insurance and disallowed all new sales. Thus, AlA's revenues were limited to
renewal premiums, unless AlA could find a new health insurance product to sell. Given the
change in regulation of health insurance, AlA's ability sell a new health insurance product was
severely hindered, which resulted in the attendant inability to bring in revenues sufficient to
finance the payoff of Reed's Note. Understanding this to be the case, Reed directed me and AlA
to work with CropUSA to build up a combined agency force of independent sales agents. Reed
and I discussed that this would allow revenues of both AIA and CropUSA to increase, which
would allow the companies to finance the payoff of Reed's Note.
l3.

Attached hereto as Exhibit E is a true and accurate copy of a May 27,2004, letter

I wrote a letter to Donna Taylor, to which AlA Services owed approximately $740,000 at that
time under its agreement to redeem her Series A Preferred Shares. At that time, Donna Taylor
had expressed concerns about AlA's ability to redeem her Series A preferred shares in light of its
other financial obligations, including Reed's Note.
14.

I am certain that Reed knew about the letter and, in fact, helped draft it. The

payments to Donna were pursuant to the Series A Shareholder Agreement - a contract to which
AlA, Donna Taylor, and Reed were all parties. For that reason, Reed was intricately involved in
the payments to Donna Taylor and any correspondence related to those payments. It was my
practice to provide Reed with a draft of all correspondence to Donna Taylor prior to sending it to
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her. If Reed had comments on the correspondence he would provide those comments to me. It
was also my practice to provide Reed with a copy of the final version of any correspondence to
Donna Taylor. Despite the fact that the letter expressly states that Reed "took a 65% cut in his
monthly payment for these last several years," Reed did not request that I change the language of
the letter or otherwise deny the truthfulness of the statement.
15.

AIA detrimentally relied on Reed's waiver in many ways. For example, in 2004

AIA explored the possibility of selling a new line of health insurance products through American
Select Insurance Company. American Select provided AIA with a Producer Agreement and
Master Marketing Organization Commission Supplement, a true and accurate copy of which is
attached hereto as Exhibit F. AIA flew people to Denver, Colorado, for training with American
Select. AIA believed that these new health insurance products would provide AIA with
substantial revenue, which would also help AIA finance the payoff of Reed's Note. However,
Reed insisted that AIA not pursue this new line of health insurance products. Instead, Reed
insisted that the companies focus on building up the joint sales force and on the sale of crop
insurance through CropUSA. Because of Reed's insistence, and in reliance on Reed's waiver of
his right to declare a default until the companies had reached $60 million in new business
placements, AIA elected not to sell this new health insurance product. This decision not to sell
new health insurance products left AIA without a revenue source to finance the payoff of Reed's
Note. AIA would not have abandoned the American Select product ifnot for Reed's insistence
and ifnot for Reed's waiver.
16.

AIA further detrimentally relied on Reed's waiver by ceasing its efforts to obtain

financing to pay off Reed's Note. Prior to March 2003, AIA made several efforts to obtain
financing to pay off Reed's Note. Reed, himself, also made efforts to obtain financing on behalf
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of AIA. In reliance on Reed's express waiver that he would not require payment of principal (or
declare a default) until the companies reached $60 million in new business placements, AIA
ceased its efforts to obtain financing on its own. Instead AIA focused on its efforts to build up
the joint agency force with CropUSA, which would ultimately enable the companies to increase
their revenues and obtain financing to pay off Reed's Note. AIA would not have ceased its
efforts to obtain financing if not for Reed's waiver.
17.

AIA also detrimentally relied on Reed's waiver by guaranteeing a loan to Zions

Bank (Idaho) in 2005, which replaced a credit facility with Private Bank of Minnesota, initiated
in 2002. The Zions Bank loan funded CropUSA's share of operating expenses through 2005.
The Zions bank facility of $2,000,000, which concluded in 2006, was based on the commissions
receivable for crop insurance policies. AIA further detrimentally relied on Reed's waiver by
guaranteeing a $15,000,000 line of credit from Lancelot to CropUSA. Reed alleges that AIA's
actions in guaranteeing the Lancelot line of credit constitutes a fraudulent transfer. However, the
truth is that AIA only did so because of Reed's waiver and insistence that AIA work with
CropUSA to build up a joint agency force and thereby obtain a larger facility as the way to pay
Reed's Note off in full. AIA guaranteed the Lancelot line of credit as a way to have a fmancing
source that was large enough to ultimately pay off Reed's Note in full. AIA would not have
guaranteed the Lancelot line of credit ifnot for Reed's waiver. By guaranteeing the Lancelot
line of credit, AIA increased its contingent liabilities, which negatively affects AIA's ability to
obtain other financing, including financing to pay off Reed's Note.
18.

AIA also altered its payments to Donna Taylor in reliance on Reed's waiver. As

explained above, I sent a letter to Donna Taylor explaining that "Reed took a 65% cut in his
monthly payment." Reed knew ofthis letter, and did not ever challenge its accuracy. Part of
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that letter states that AIA would increase its payments to Donna pursuant to the Series A
Shareholder Agreement beginning in June 2004. As alluded to in that letter, in June 2004 AIA
increased its monthly payments to Donna from $4,000 per month to $10,000 per month. These
increased payments to Donna Taylor left AIA with less money to pay Reed pursuant to the
original terms ofthe Note. AIA would not have increased its payments to Donna Taylor ifnot
for Reed's waiver of his rights under the Note.
19.

Finally, AIA allowed Reed to stay on as sales manager of both AIA Insurance and

CropUSA in reliance on Reed's waiver. Over the last several years Reed became increasingly
disruptive and counterproductive to both AIA Insurance and CropUSA. Reed causes significant
contention in the office, he increasingly disobeyed instructions from management in breach of
his fiduciary duties as an employee/officer ofthe corporations, and he insisted that AIA take
actions that AIA management disagreed with (including abandoning the new American Select
health insurance product). However, AIA and CropUSA allowed Reed to maintain his sales
manager position with AIA and CropUSA in reliance on Reed's waiver and agreement to defer
payment of the Note's principal until the companies reach $60 million in new business
placements and Reed's insistence that he be allowed to help the companies reach their goals. If
not for Reed's waiver, AIA and CropUSA would have terminated Reed's involvement with both
companIes.
20.

If the Court does not grant AIA's Motion for Reconsideration, I believe that an

immediate appeal is necessary to preserve the viability of AIA Insurance. AIA shares
employees, office equipment, office space and computers with CropUSA, the forced separation
of which would be disruptive to the companies. It would also be disruptive to the commodity
growers associations. The members of those associations, who were insured by Universe Life
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prior to 1997, have made claims for policy benefits from The Universe Life Liquidating Trust in
the matter of GGMIT et al vs. Trustee o/The Universe Life Insurance Company Liquidating
Trust. Those claims have been managed by AIA Insurance for the benefit of former Universe

Life insureds. A settlement has been tentatively reached among the parties, including the
National Organization of Life and Health Insurance Guaranty Associations (NOLHGA) to pay to
the claimants $2.4 million, less attorney fees. Such settlement is dependent on the ability of AIA
to manage and distribute the net proceeds to the 2,340 individual farmerslcertificate holders. I
do not believe that AIA would be able to consummate this task under Reed's control, which
would irreparably damage the business reputation of the companies with those associations. A
true and accurate copy ofthe draft SETTLEMENT AGREEMENT AND RELEASE is attached
hereto as Exhibit G.
21.

I believe that AIA Insurance will not survive if Reed takes control of the

company. Based on my familiarity with the AIA employees, I believe that the key AIA
Insurance employees will not be willing to work for Reed and, having been out of the business
for some time now, Reed lacks the contacts and company knowledge to sustain the company on
his own.
Further your affiant sayeth naught.
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EXHIBIT
A

,,'-' STOCK REDKMPTION RESTRUCTURE AGREEMENT
This Stock Redemption Restructure Agreement ("Agreement") is made and entered into as
of the 1st day of July, 1996, by and among AlA SERVICES CORPORATION, an Idaho
corporation (" Company"), REED J. TAYLOR ("Creditor") and DONNA J. TAYLOR ("Series A
Preferred Shareholder").
RECITALS:
A.
Company is the parent holding company and owner of all of the capital stock of AlA
Insurance, Inc. (It AlAl"), Farmers Health Alliance Administrators, Inc. ("Farmers"), and The
Universe Life Insurance Company, an Idaho domestic insurance company ("Universe") (other than
certain shares held by directors of Universe as required by law). Great Fidelity Life Insurance
Company, a stock life insurance company domiciled in Indiana ("Great Fidelity"), is a whollyowned subsidiary of Universe. Company, AlAl, Farmers, Universe and Great Fidelity are
collectively referred to herein as the "Companies".
8.
Pursuant to that certain Stock Redemption Agreement between Company and
Creditor dated July 22, 1995, as amended by that certain Addendum to Stock Redemption
Agreement also dated July 22, 1995 (together, the flStock Redemption Agreement"), all of Creditor's
shares of common stock of Company were redeemed.

C.
As part consideration ofthe redemption and Creditor's execution of a Noncompetition
Agreement dated July 22, 1995 (flNoncompetition Agreement"), Company (i) executed a
promissory note dated July 22, 1995 payable to Creditor in the principal amount of $1,500,000 (the
"Down Payment Note"), which Down PaYlJlent Note became due and payable in full by its terms
on October 21, 1995; (ii) executed a promissory note dated August 1, 1995 payable to Creditor in
the principal amount of $6,000,000 (the "$6M Note"), which $6M Note was secured by (a) that
certain Stock Pledge Agreement dated July 22, 1995 ("Stock Pledge Agreement") granting Creditor
a security interest in all of the shares of capital stock held by Company in Universe, AIAI, Farmers
and, in the event of a distribution of such shares to Company, Great Fidelity (the "Pledged Shares"),
and (b) that certain Security Agreement dated July 22, 1995 ("Security Agreement"), granting
Creditor a security interest in all commissions from the sale of insurance or related services by or
on behalf ot: or payable to, the Companies (the "Commission Collateral"); and (iii) agreed to pay
Creditor a salary equal to $20,000 per month until the Down Payment note is paid in fulL Company
and Creditor also entered into a Consulting Agreement dated July 22, 1995 ("Consulting
Agreement"), pursuant to which Creditor is entitled to receive $12,250 per month for a period of
three (3) years following the payment in full of the Down Payment Note. The Stock Redemption
Agreement, the Down Payment Note, the $6M Note, the Security Agreement, the Stock Pledge
Agreement, the Consulting Agreement and the Noncompetition Agreement afe coUective1y feferred
to herein as the "Original Documents". The Original Documents other than the $6M Note are
collectively referenced herein as the "Superseded Documents".
By letters dated April 18, 1996, April 25, 1996 and June 4, 1996 (collectively, the
D.
"Notice of Default"), Cfeditor gave Company formal notice of numerous alleged defaults under the
Original Documents, including but not limited to; (i) the failure to pay the Down Payment Note
when due; (ii) the failure to make interest payments undef the $6M Note; (iii) the failure to provide
adequate financial information and to comply with various financial covenants in violation of the
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Stock Redemption Agreement, (iv) the failure to pay Creditor's attorneys' fees as required by the
Stock Redemption Agreement, (v) the failure to comply with certain requirements of the Security
Agreement regarding the establishment and control of a Commission Collateral account, and (vi)
the failure to pay funds raised in the course of the Company's "Series C" preferred stock offering to
Creditor as required by agreement among Company, Creditor and Series A Preferred Shareholder.
Company disputes each of these allegations of default.

E.
The parties now wish to restructure the stock redemption transaction by (i) adjusting
the principal amount of the Down Payment Note, extending its maturity date, providing for interest
to accrue on the principal balance of the Down Payment Note, requiring monthly payments of
principal and interest under the Down Payment Note, and providing security for the payment of the
Down Payment Note; (ii) terminating the Consulting Agreement, revising the Noncompetition
Agreement, and terminating the Company's obligation to pay Creditor a monthly salary; (iii)
amending the terms of the Security Agreement and the Stock Pledge Agreement; and (iv) revising
certain representations, warranties and covenants contained in the Stock Redemption Agreement;
and (v) simplifying and consolidating the various default provisions and remedies therefor. In
exchange for this restructuring of the Company's obligations to Creditor, Creditor is willing to agree
to waive, and to forebear from exercising any remedies he may have for, any existing defaults under
the Original Documents, including (without limitation) those defaults alleged in the Notice of
Default.
F.
Series APrefefred Shareholder is the holder of all of the shares of Company's Series
A Stated Value Preferred Stock. Pursuant to (i) Company's Articles ofIncorporationand (ii) that
certain letter agreement among the parties hereto and Cumer L. Green ("Green") dated January 11,
1995, as amended by (a) that certain letter from Green to Richard A. Riley ("Riley") dated March
22, 1995, (b) that certain letter agreement among the parties, Green and Richard W. 'Campanaro
dated July 18, 1995, (c) that certain letter from Green to Riley dated August 10, 1995, and (d) that
certain letter from Creditor to Series A Preferred Shareholder dated April 16, 1996 (collectively, the
"Series A Preferred Shareholder Letter Agreements"), the parties thereto agreed that Series A
Preferred Shareholder would have her stock in Company redeemed in accordance with a specified
payment plan, and that certain payments to Creditor under the Origin'al Documents would be
subordinated to the Company's obligation to pay.-Series A Preferred Shareholder. Concurrent with
this Agreement, Creditor, Company and Series A Preferred Shareholder have entered into a new
agreement ("Series A Preferred Shareholder Agreement") which supersedes and replaces the Series
A Preferred Shareholder Letter Agreements.

G.
It is the intention of the parties that this Agreement will supersede and replace the
Stock Redemption Agreement with respect to any and all representations, warranties and covenants
which were made in the Original Documents and which survived the closing of the stock redemption
transaction, and that neither Creditor nor Company will have any right to claim default under any
of the Original Documents (as they may be amended by this Agreement) merely because any such
representation, warranty or covenant was or in the future becomes false or unperformed. The parties
wish to rely entirely upon those representations, warranties and covenants contained in the Amended
Stock Pledge Agreement (as defined below). All such representations, warranties and covenants
shall be deemed to have been made on the date of this Agreement
AGREEMENTS
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In consideration of the mutual ·promises contained herein and other good and valuable
consideration, the receipt and sufficiency of which are hereby acknowledged, the parties agree:

1.

Restructure of Redemption Al,!reement.

1.1
Amended and Restated Down Payment Note. Concurrent with its execution of this
Agreement, Company shall execute an Amended and Restated Down Payment Note (If Amended
Down Payment Note") in the form attached hereto as Exhibit A; and the original note shall be
marked "Amended, Restated, Superseded and Replaced". The Amended Down Payment Note shall
adjust the principal amount of the Down Payment Note to $1,500,000. The principal amount of the
Amended Down Payment Note is hereby acknowledged by the Company to reflect all payments
made by Company with respect to, and all offsets which Company may claim against, such note as
of the date of this Agreement, and any other liabilities Creditor may have to Company (other than
liabilities arising from claims by third parties and liabilities arising under this Agreement or any of
the other Restructured Obligations). In addition, the principal amount of the Amended Down
Payment Note is hereby acknowledged by Creditor to include all amounts (or the present value
thereof) now due or to become due from Company to Creditor under the Original Documents and
all other claims of Creditor against Company whatsoever as of the date of this Agreement, other than
the obligations arising under this Agreement or the other Restructured Obligations. The Amended
Down Payment Note shall bear interest at the rate of 9.5% per annum (14% while in default), and
shall entitle Creditor to monthly payments of principal and interest in the amount of $33,750 per
month, payable on the first day of each month commencing August 1, 1996 and continuing until
such Note is paid in full. The entire balance of principal and accrued but unpaid interest on the
Amended Down Payment Note shall be due and payable on October 31, 1996. The monthly
payment of principal and interest on the Amended Down Payment Note shall be secured by the
Commission Collateral as provided in the Amended and Restated Security Agreement (as defined
below); and all obligations of Company under the Amended Down Payment Note shall be secured
by the Pledged Shares as provided in the Amended Stock Pledge Agreement (as defined below).
1.2
Amended and Restated Security Agreement. Concurrent with the execution of this
Agreement, Company and Creditor shall execute an Amended and Restated Security Agreement
(If Amended Security Agreement") in the form attached hereto as Exhibit B; and Company shall
execute such financing statements and other similar documents necessary to perfect Creditor's
securitY"interest granted pursuant to the Amended Security Agreement. The Amended Security
Agreement shall provide that the Commission Collateral is security only for the payment of monthly
installments of principal and interest under the Amended Down Payment Note and for monthly
installments of interest under the $6M Note. Creditor, Company and the depository institution at
which the Collateral Account (as defined in the Amended Security Agreement) is established shall,
on or before the date ofthis Agreement, enter into an Escrow Agreement in the form attached thereto
as Exhibit C ("Escrow Agreement").
1.3
Amended and Restated Stock Pledge Agreement. Concurrent with the execution of
this Agreement, the parties shall enter into an Amended and Restated Stock Pledge Agreement
(If Amended Stock Pledge Agreement") in the form attached hereto as Exhibit D.
1A
Termination ofEmployment. Termination of Consulting Agreement and Amendment
of Noncompetition Agreement Effective as of the date of this Agreement, the parties hereby
terminate the Consulting Agreement In addition, Creditor's employment by Company and
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Company's obligation to pay Creditor a salary is terminated effective as of the last day of the month
preceding the month in which this Agreement is executed. Concurrent with the execution of this
Agreement, Creditor and Company shall enter into an Amended and Restated Noncompetition
Agreement (" Amended Noncompetition Agreement") in the form attached hereto as Exhibit E
1.5
Amendment to Certain Representations, Warranties and Covenants of Company. The
representations, warranties and covenants made by Company in the Stock Redemption Agreement
or any other Original Document are hereby superseded and replaced by the representations,
warranties and covenants set forth in the Amended Stock Pledge Agreement; and neither Company
nor Creditor shall have any claim for any past, existing or future breach of any representation,
warranty or covenant made in any of the Superseded Documents or any claim for any breach of the
$6M Note if such breach occurred prior to the date of this Agreement.
1.6
Payment of Attorneys' Fees. Concurrent with the execution of this Agreement,
Company shall have entered into a written agreement with Creditor ("Attorney Fee Reimbursement
Agreement") to make periodic installment payments to Creditor's attorneys, Cairncross &
Hempelmann, in addition to any other payments described herein, in accordance with the schedule
attached hereto as Schedule 1.6, to reimburse Creditor for his attorneys' fees incurred prior to the
date of this Agreement in connection with the consummation of and enforcement of the Company's
obligations pursuant to the stock redemption transaction and the drafting of the Restructured
Obligations.
Office Lease. Concurrent with the execution of this Agreement, Company shall enter
1.7
into a lease in the form of Exhibit F attached hereto with Reed 1. Taylor and Advantage Insurance
Agency, Inc. ("Advantage") for the office space currently occupied by Advantage, on the ground
floor of the building known as One Lewis Clark Plaza, on terms acceptable to the parties. The lease
shall provide for the payment of monthly rent in the amount of $1500 and shall be for a term
commencing on the date of this Agreement and continuing until the date which is six (6) months
from the date on which the Amenged Down Payment Note is paid in fulL
1.8
Agreement with Series A Preferred Shareholder. Concurrent with the execution of
this Agreement, Company and Creditor shall have entered into the Series A Preferred Shareholder
Agreement in the form attached hereto as Exhibit G. Such Agreement shall supersede and replace
all of the- Series A Preferred Shareholder Letter Agreements.
1.9
Definition of Restructured Obligations. "Restructured Obligations" shall mean this
Agreement, the Amended Down Payment Note, the $6M Note, the Amended Security Agreement,
the Escrow Agreement, the Amended Stock Pledge Agreement, and the Amended Noncompetition
Agreement.
2.
Additional Conditions to Restructure. On or before the date of execution of this
Agreement, and as a condition to Creditor's waiver of default and agreement to forbear from
exercising remedies under the Original Doc~ments, the following shall have occurr·ed:
2.1
Delivery of Universe Certificates. First Interstate Bank shall have delivered to
Creditor any and all original stock certificates representing capital stock of Universe constituting
Pledged Shares.
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2.2
Establishment of Collateral Account Company's subsidiary, AIA Insurance, Inc.
(" AlAin), shall have established the Collateral Account; and Company, AIAI, Creditor and the
depository institution at which the Collateral Account is established shall have entered into the
Escrow Agreement In addition, AIAI shall have provided written instructions to Mark Twain
Kansas Bank ("Bank") which provide that Bank shall, in accordance with currently effective
instructions and procedures, transfer to the Collateral Account all Commission Collateral deposited
into Account No. 8613004124 at such Bank. Further, Company, AIAI, Creditor and Bank shall have
entered into an agreement which provides that (i) Bank shall immediately notify Creditor of its
receipt of any (a) instruction by AIAI or Company to take any action which would interrupt or
redirect the flow of Commission Collateral into Account No. 86513004124 from any other account
at Bank or the transfer of Commission Collateral from such Account to the Collateral Account, or
(b) request by AlAI or Company to amend that certain lockbox agreement (the "Centennial Lockbox
Agreement") dated June 1, 1995 among AIAI, Universe, The Centennial Life Insurance Company
("Centennial") and Bank, or any notice or instruction delivered to Bank pursuant thereto, or (c)
request by AIAI or Company to move existing bank accounts or establish new bank accounts under
the Centennial Lock Box Agreement; and (li) Bank shall not implement any such instruction or
request until the lapse of thirty (30) days from delivery of such notice by Bank to Creditor or Bank's
earlier receipt of Creditor's written consent to such instruction or request
2.3
Payment of Felts Field BilL Company shall have paid Felts Field Aviation, Inc. the
sum of$15,968.83, which sum constitutes one-half(Y2) of the total amount claimed by Felts Field
as of July 1, 1996 for repairs to the airplane sold to Creditor pursuant to the stock redemption
transaction. Creditor shall be responsible for the payment of the balance of the Felts Field bills; and
Creditor hereby agrees to indemnify Company from and against any and all claims made by Felts
Field relating to the Felts Field bills. In the event Company is sued by Felts Field with respect to any
Felts Field bill, Company may offset any payments it makes to Felts Field and
litigation
expenses incurred by Company in defending such claim against the principal balance of the
Amended Down Payment Note or (if the Amended Down Payment Note has been paid off prior to
such offset) the $6M Note.

any

2.4
Vesting of Protected Agents. Each insurance agent listed on Schedule 2.4 was
formerly an agent of one of the Companies, is now an agent of Advantage Insurance Agency Inc.,
and is now and will remain a "Protected Agent" unless and until such agent loses his Protected
Agent status as provided herein. On or before payment in full of the Amended Down Payment Note,
Company shall pay Creditor the difference between such agent's vested percentage of earned
commissions on insurance policies sold by such agent prior to the date of this Agreement and one
hundred percent (100%) of such earned commissions attributable to the period between Company's
termination of such agent and the date of this Agreement In addition, for so long as such agent
retains Protected Agent status after the date of this Agreement, Company shall pay Creditor the
difference between such agent's vested percentage of earned commissions on insurance policies sold
by such agent prior to the date of this Agreement and one hundred percent (100%) of such earned
commissions. Such agent shall lose his Protected Agent status, and Company's payments to Creditor
hereunder shall cease:
(a)
immediately if such agent breaches his agency agreement with Company,
including (without limitation) breach of his agency agreement by "rolling" any policy on which one
of the Companies is receiving premium or a commission; provided, however, that loss of Protected
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Agent status of any such agent shall not affect any obligation of Company to pay override
commissions to any other agent relating to any rolled policy; or
(b)
immediately if such agent becomes an agent of AlA Insurance, Inc. on or
before October 31, 1996; or
(c)
the date of termination of his agency relationship with Advantage if such
agent's relationship with Advantage is terminated for any reason. Creditor covenants and agrees to
notify Company promptly upon termination of any Protected Agent by Advantage.
2.5
Lump Sum Payment Upon execution of this Agreement, Company shall pay
Creditor the sum of Twenty Thousand Dollars ($20,000), and shall deliver a bill of sale in the form
attached hereto as Schedule 2.5 for furniture, fixtures and equipment now located on the premises
currently leased to Advantage. The parties intend that this bill of sale shall replace in its entirety the
bill of sale delivered to Creditor at the original closing of the redemption transaction.
3.
Mutual Release. Each of Companies and Creditor hereby releases the other from any and
all claims (whether known or unknown, anticipated or unanticipated, contingent or liquidated) such
party may have arising out of previous agreements (including, without limitation, the Original
Documents) or other business arrangement between Company and Creditor or arising out of
Creditor's ownership of or employment by Company prior to the date of this Agreement, other than
those obligations set forth in the Restructured Obligations. Specifically excluded from this mutual
release, however, are unknown claims that might arise out of claims by third parties; provided that
this exclusion shall not apply to claims against Company by Donna Taylor except to the extent such
claims are based on acts or omissions by Creditor. In particular, Company and Creditor hereby
release each other from any obligations arising out of the payment of expenses associated with the
CAP Program (as defined in the Stock Redemption Agreement), and Company hereby releases
Advantage from any such obligations, except to the extent that such obligations are reflected in the
adjustments made to the principal balance of the Amended Down Payment Note. Except as such
amounts are reflected in the adjustments made to the principal balance of the Amended Down
Payment Note, Creditor releases Company from any liability for the payment of overdue or default
interest for any period prior to the effective date of this Agreement. Company and Creditor ~gree
that all currently existing monetary obligations between Company and Creditor are reflected in the
Amended Down Payment Note and the $6M Note, and Company has no right to future offsets
against either note for any monetary obligations arising prior to the date of this Agreement.
4.

General Provisions.

4.1
Capacity in Which Series A Preferred Shareholder is Signing; Consent to
Transaction. Series A Preferred Shareholder is a party to this Agreement for the purpose of
expressing her consent to and approval of the terms of this Agreement and the accuracy of the
representations made by her in this Section 4.1, and not as a direct beneficiary of the terms hereof,
and she shall have no right arising solely out of this Agreement to eriforce, or to seek any remedy
for the breach of, any of the terms of this Agreement. Rather, her rights shall be governed by the
Company's Articles of Incorporation and the terms of the Series A Preferred Shareholder
Agreement. Series A Preferred Shareholder represents and warrants to Company and to Creditor
that she has been advised to consult, and has had the opportunity to consult, with independent legal
counsel regarding this Agreement and the Series A Preferred Shareholder Agreement, that she has
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read and fully understands the terms of this Agreement and the Series A Preferred Shareholder
Agreement, and that she consents to and approves the terms hereof and thereof: including but not
limited to Company's agreement to pay Creditor in accordance with the terms of the Amended Down
Payment Note and the $6M Note (subject, however, to the subordination provisions of the Series
A Preferred Shareholder Agreement).

4.2
or effect.

Status of Superseded Documents. The Superseded Documents are of no further force

4.3

Waiver; Forbearance. Creditor hereby waives any and all defaults alleged in the
Notice of Default or which could have been alleged under the Original Documents prior to the
effective date of this Agreement, and further agrees to forbear from exercising any remedy he may
have had for any such default under the Original Documents.
4.4
Amendments and Waivers. The provisions of this Agreement may be amended only
by the written agreement of Company, Series A Preferred Shareholder and Creditor. Except as
otherwise provided herein, any waiver, permit, consent or approval of any kind or character on the
part of either Company, Series A Preferred Shareholder or Creditor of any provision or condition
of this Agreement must be made in writing and shall be effective only to the extent specifically set·
forth in such writing. No action taken pursuant to this Agreement, including any investigation by
or on behalf of either Company, Series A Preferred Shareholder or Creditor, shall be deemed to
constitute a waiver by the party taking such action of compliance with any representation, warranty,
covenant or agreement contained herein. The waiver by either Company, Series A Preferred
Shareholder or Creditor of a breach of any provision of this Agreement shall not operate or be
construed as a waiver of any subsequent breach.

4.5
Governing Law. The validity, meaning and effect of this Agreement shall be
detennined in accordance with the laws of the State of Idaho.

4.6
Entire Agreement. This Agreement, including the exhibits hereto, and the ancillary
documents expressly referred to herein, constitute the entire agreement of the parties concerning the
matters referred to herein and ~upersede all prior agreements and understandings, oral or written,
all of which are hereby superseded and canceled.
4.7
Execution in Counterparts. This Agreement may be executed in any number of
counterparts, each of which when so executed and delivered shall be deemed an original, and such
counterparts together shall constitute one instrument.
EFFECTIVE as of the date first set forth above.
COMPANY:

AIA SERVICES CORPORATION

CREDITOR:

REED 1. TAYLOR
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SERIES A PREFERRED
SHAREHOLDER:

¥J

DONNA TAYLOR

ItD,",",fAL
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SCHEDULE 1.6
CAIRNCROSS & HEMPELMANN ATTORNEY FEE
RE~BURSEMENTSCHEDULE

nv£ (~)
,.;..Ble>..en=(ttJ installments of $5,000 each payable directly by Company to Cairncross &
Hempelmann commencing upon the first payment due to Creditor under the Amended Down
Payment Note,

-"-

~C""~ tL &. --h. "p~'v+."

/1/-~
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LETTER AGREEMENT

July 1, 1996

Reed J. Taylor
One Lewis Clark Plaza
Lewiston ID 83501
Re:

Reimbursement of Attorneys' Fees

Pursuant to Section 1.6 of the Stock Redemption Restructure Agreement dated as of July 1,
1996 ("Agreement") among AlA Services Corporation ("Company"), Reed J. Taylor ("Creditor")
and Donna J_ Taylor, Company agrees to pay directly to Cairncross & Hempelmann, on behalf of
Creditor, attorney fees incurred by Creditor prior to the date hereof in connection with the
consummation of and enforcement of Company's obligations pursuant to the stock redemption
transaction and the drafting of the Restructured Obligations (as defined in the Agreement); provided
that such fees shall not exceed $55,000 and shall be payable in accordance with Schedule 1.6
attached to the Agreement.
COMPANY:

AlA SERVICES CORPORATION

By

1\)~<\M

R. John Taylor, CEO

CREDITOR:
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SCKEDULE24

PROTECTED AG EilTS

Jerry Legg

AJvis Johnson
Buddy Caddell
Randy Afexander

Lany Whitehead
Gary Modrell
Ronnie Williams

Char1een lenz
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SCHEDULE 2.5
BILL OF SALE

KNOW ALL MEN BY THESE PRESENTS:
EFFECTIVE as of the

,1L.1l

~

day of August, 1995, AIA INSURANCE,

INC., an Idaho corporation (IITransferor"), for good and valuable
consideration given

in that certain stock Redemption Agreement

between Transferor and Transferee dated July

22 {

1995

(I1Stock

Redemption Agreement H ) , the receipt and legal sufficiency of which
is hereby acknowledged ( does by these presents grant, barga in, sell
and convey

unto REED

J.

TAYLOR

("Transferee")

the CAP Program

Tangible Property itemized on Exhibit "A", attached hereto and by
this reference made a part hereof as if set forth in full

(HCAP

Program Tangible Property"){ TO HAVE AND TO HOLD the CAP Program
Tangible

Property

to

Transferee,

his

successors

and

assigns

forever.
IN WITNESS WHEREOF, the Transferor has executed this Bill of
Sale as of the day and year first above written.
";1

1

AlA INSURANCE, -IN;

I

/ (tf i/

i

_-4" U ( ,

C'"

(/\,

R.'Jdhn TaYlor,tfresident

Pursuant to the Stock Redemption Restructure Agreement, to which this Sched~le 2.5 is
attached, Exhibit A to this original Bill of Sale with preparation date of 8/11/95 shall
be replaced by Exhibit A with preparation date of 7/15/96 and the furniture, fixture &
equipment inventory as set forth shall be sold and conveyed to Reed J. Taylor.
DATED this 23d day of July, 1996.
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Prepared by Brian Peters 8/11/95

CAP FURNITURE, FIXTURE & EQUIPMENT INVENTORY
Adding Machines:

2

2

11

40"x42" wood

Bookcases:
Chairs:

2

1
1
1

1
1
*~

1
3
Filing cabinets:

Steel shelving:

Sharp EL2192G
.... EL2630A
.... VX1652
VX2652

Ergonomic - blue high back
Manager - blue
- brown w/ chrome arms
.. - brown leather
Secretarial - black
- blue
.. - burgandy
.. - grey
- oranQ~

..

..

..

1
1

2 drawer vertical - beige
lateral" - sand
4 drawer lateral - black
4 drawer vertical legal size -

4

24"x36" 6 shelf units - grey

1
1

lJ1'mj(

brCJVlI1

48"x60" literature rack

Storage racks:
Tables:

4

24"x60" Orange laminate top
30"x60" Wood grain laminate top wi pencil drawers

Typewriters:
IBM Wheelwriter 6 (# 22013)
Workstations:

10

Knoll - standard modular workstations

I 30x60 wooden desk
1 wheel cart
1 2' x 6' credenza & desk

Reed Taylor's office furniture
Computers:

*

1 ComPac Contura 3/25C (w/ monitor & keyboard)
1 Dell P75
1 Packard Bell 486/66
6 386 notebooks (various)
1 HP SeIies II Laserjet printer
1 Panasonic FX-P44l0 printer
1 3 I printer table

one burgandy chair to be of transferor's choice
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Prepared by Brian Peters 7/15/96

CAP FURNITURE, FIXTURE & EQUIPMENT INVENTORY
Adding Machines: 2
2
1
1

Sharp EL2192G
EL2630A
.... VX1652
VX2652

Bookcases:

40"x42" wood

1

Ergonomic - blue high back
Manager - blue
" - brown wf chrome arms
.. - brown leather
Secretarial - black
"- blue
1
2
.. - burgandy
.. - grey
1
"- orange
3
• Plus one burgandy chair of transferor's choice

Chairs:

2
1
1
1
1

Filing cabinets:

1

1

2 drawer vertical - beige
.. - sand
4 drawer lateral - black
4 drawer vertical legal size - black

Steel shelving:

4

24"x36" 6 shelf units - grey

Storage racks:

1

48"x60" literature rack

4
1

24"x60" Orange laminate top
30"x60" Wood grain laminate top wi pencil drawers
3' Printer table
IBM Wheelwriter6 (#6747-11-6111145)

1
1
6
1

ComPac Contura 3/25C (wI monitor & keyboard)
Dell P75
Packard Bell 486/66
386 Notebooks (various)
HP Series II Lasejet printer
Panasonic FX-P441 0 printer

Tables:

Typewriter:
Computers:

Officer's set (ensemble from 2nd floor)

Reed's office

1
1
1
3
4

Single oak secretary desk
Officer's set - Matching desk, credenza and book case
High-back brown leather chair
24" square end table
Burgandy side chairs wI dark wood arms
White laminated storage lockers

2

Literature storage racks - 24 bin

Ernie's office

Mailing area
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Prepared by Brian Peters 7/15/96

2
Jud/Diane

1
1

2
Lil's station

1
1
1
1

8' Folding table
Grey wing desk
Salmon colored side chairs wi golden oak arms
Single oak manager's desk
Single oak secretary desk wI computer keyboard tray
Cylindrical plant stand oak laminate wi plant
Oak right-hand wing desk
Salmon colored side chairs wI golden oak arms
Oak laminate supervisor's station
Typing stand wi plywood top
Single oak secretary desk
TAB 2 shelf storage cabinet
Salmon colored side chairs wi golden oak arms

Paige

Oak right-hand wing desk
Salmon colored side chairs wI golden oak arms
TAB 2 shelf storage cabinet

Diane Shaul

Oak computer table (Being used as coffee station)
Oak right-hand wing desk
Salmon colored side chairs wI golden oak arms
TAB 2 shelf storage cabinet

Katie

Oak right-hand wing desk
Salmon colored side chairs wi golden oak arms

Selina

Oak right-hand wing desk
Salmon cblored side chairs wI golden oak arms

Typing stationl
Misc.

Salmon colored side chairs wI golden oak arms
Single oak secretary desk
30"x60" wood grain top table wi pencil drawer
30"x10' grey laminate work table
30"x48" grey laminate work table ( FAX stand)
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AMENDED AND RESTATED PROMISSORY NOTE
$1,500,000

July 1, 1996

FOR VALUE RECEIVED, AlA Services Corporation, an; Idaho corporation
("Company"), hereby promises to pay to the order of Reed 1. Taylor ("Payee") the principal sum of
One Million Five Hundred Thousand Dollars ($1,500,000) together with accrued interest on the
unpaid principal balance from the date hereof at a per annum rate equal to nine and one-half percent
(9.S%).
This Note is the Amended Down Payment Note referred to in the Stock Redemption
Restructure Agreement of even date herewith among Company, Creditor and Donna Taylor (the
"Agreement") , Terms used but not defined herein have the meaning given to them in the
Agreement. This Note is secured by the Amended Security Agreement and the Amended Stock
Pledge Agreement, to which reference is made for a description of the collateral subject thereto.
This Note amends, restates, supersedes and replaces that certain Promissory Note made by
Company to Payee dated July 22, 1995 (the "Original Note"), and evidences the continued, adjusted
debt obligation of Company incurred in connection with the redemption of Payee's ownership
interest in Company pursuant to the Agreement. Upon execution of this Note, Payee will clearly
mark the Original Note "AMENDED, RESTATED, SUPERSEDED AND REPLACED" and return
it to Company.
This Note shall be paid in equal installments of principal and accrued interest in the amount
of Thirty-Three Thousand Seven Hundred Fifty Dollars ($33,750) on the first day of each month
commencing August I, 1996, with the entire balance of unpaid principal and accrued interest due
and payable on October 31, 1996 at the address of Payee to which notices are to be sent under the
Agreement, or at such other place as the holder hereof shall designate in writing.

This Note may be prepaid without penalty. Reference is made to the Amended Stock Pledge
Agreement for the provisions defining a default under this Note and the £'emedies therefor. In the
event of such a default, the unpaid balance of principal and interest of this Note shall incur interest
at the lesser of fourteen percent (14%) or the highest rate permitted by applicable law. It is
expressly understood and agreed that the timely payment of this Note is an unsubordinated and
unconditional obligation of Company.
Except as otherwise provided herein, the undersigned and all endorsers and all persons liable
or to become liable on this Note hereby (a) waive diligence, presentment, demand, protest, and
notice of any kind, (b) consent to any and all renewals and extensions in the time of payment hereof,
(c) waive any right to offset against amounts due to Payee hereunder any amounts due to Company,
including but not limited to any amounts due to Company pursuant to the Restructured Obligations,
except to the extent the right to offset is expressly granted to Company by the Agreement, and (d)
agree that at any time the terms of payment hereof may be modified witilout affecting the liability
of any party to this Note or of any person liable or to become liable with respect to any indebtedness
evidenced hereby.
In the event this Note is placed in the hands of an attorney for collection, or suit is brought
on the same, or the same is collected through bankruptcy or other judicial proceedings, then the
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undersigned agrees and promises to pay reasonable attorney fees and collection costs incurred in
connection therewith, including all out-of-pocket expenses incurred by the holder hereof, with or
without suit, on appeal or in bankruptcy or other insolvency proceedings.
Company acknowledges receipt of the following notice:
ORAL AGREEMENTS OR ORAL COMMITMENTS TO LOAN MONEY, EXTEND
CREDIT, OR TO FORBEAR FROM ENFORCING REPAYMENT OF A DEBT ARE NOT
ENFORCEABLE UNDER IDAHO LAW.

AlA SERVICES CORPORATION

By:
Its:

--'---;,t-~Jl
CG~.
~_
_--"C_. .
"'-£O.'"""-'"<C......-_ __

':\lISl'llN"'<TI'O\'II'I'O.uA\U..o\~~(1.IOI
.,~.~
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- AMENDED AND RESTATED SECURITY AGREEME
This Amended and Restated Security Agreement (the "Agreement") is entered into as ofJuly
1, 1996, by and among Reed 1. Taylor ("Secured Party"), AlA Services Corporation, an Idaho
corporation ("Company"), and AIA Insurance, Inc., an Idaho corporation ("AlAI") (together with
Company, the "Companies").
RECITALS
A.
Company and Secured Party are parties to that certain Stock Redemption Agreement
dated as July 22, 1995 (the "Redemption Agreement"), pursuant to which Company redeemed
613,494 shares of its Common Stock held by Secured Party in exchange for, in part, a promissory
note in the principal amount of $1,500,000 (the "Down Payment Note") and a promissory note in
the principal amount of$6,OOO,OOO (the "$6M Note"). Company and Secured Party also entered into
a Security Agreement (the "Security Agreement") and a stock Pledge Agreement (the "Stock Pledge
Agreement"), each dated July 22, 1995, granting security interests in certain collateral to secure
payment of the $6M Note. Company and Secured Party also entered into a Consulting Agreement
(the "Consulting Agreement") and a Noncompetition Agreement (the "Noncompetition
Agreement"), both dated July 22, 1995

B.
Concurrent with the execution ofthis Agreement, Company and Secured Party have
entered into that certain Stock Redemption Restructure Agreement (the "Restructure Agreement")
pursuant to which the obligations and agreements referred to above have been restructured (the
"Restructure ").
C.
As a part of the Restructure, Company and Secured Party have agreed to"amend and
restate the Security Agreement to provide, among other things, for security for the Down Payment
Note (as amended pursuant to the Restructure, the "Amended Down Payment Note") and for new
arrangements relating to the location and disposition of Commission CollateraL
D.
As a part of the Restructure, Company and Secured Party have agreed to simplifY and
consolidate the Restructure default and remedy provisions into an Amended and Restated Stock
Pledge Agreement (" Amended Stock Pledge Agreement").

E.

Tnis Agreement amends, restates, supersedes and replaces the Security Agreement

E.
Capitalized terms used herein but not herein defined have the meanings ascribed to
them in the Restructure Agreement
AGREEMENTS
NOW, THEREFORE, for and in consideration of the foregoing premises, and for other
good and valuable consideration the sufficiency and receipt of which are hereby acknowledged,
Secured Party and the Companies agree as follows:
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1.

Definitions
As used in this Agreement:

"Commission Collateral" means all commissions from the sale of insurance or related
services received by or on behalf of, or payable to, any of the Company, AIAI or any of Company's
other Subsidiaries, and any interest thereon
"Collateral Account" has the meaning given such term in Section 4 of this Agreement
"Secured Obligations" means the punctual payment and performance by Company of any
and all monetary obligations, liabilities and amounts now or hereafter owing, due or not due, direct
or indirect, liquidated or contingent, to Secured Party pursuant to the Attorney Fee Reimbursement
Agreement, the Amended Down Payment Note and the $6M Note.
"Subsidiary" of a person means (i) any corporation 50% or more of the outstanding voting
securities having ordinary voting power of which shall at the time be owned or controlled,directly
or indirectly, by such person or by one or more of its Subsidiaries or by such person and one or more
ofits Subsidiaries, or (ii) any partnership, association., joint venture or similar business organizations
50010 or more of the ownership interests having ordinary voting power of which shall at the time be
so owned or controlled.

2.

Security Interest

As collateral security for the prompt and unconditional payment and performance of the
Secured Obligations, Companies hereby grant to Secured Party a security interest in all of their right,
title and interest in and to the Commission Collateral.
3.

4.

[Intentionally Omitted.]

Collateral Account

All Commission Collateral shall be received and held by Companies in trust for
Secured Party, and shall be immediately, upon receipt, deposited in a special bank: account (the
"Collateral Account"). Companies shall segregate any Commission Collateral from any of
Companies' other funds or property, and will hold the Commission Collateral separate and apart
from any other funds or property and upon an express trust for Secured Party until deposit thereof
is made in the Collateral Account. On or before the effective date of this Agreement, AIAI, Secured
Party and the depository institution at which the Collateral Account is maintained shall enter into
an irrevocable lock-box agreement (the "Lockbox Agreement") in the form required by the
Restructure Agreement Funds in the Collateral Account shall be disbursed in accordance with the
terms of the Escrow Agreement Companies may, subject to applicable notice provisions in the
Escrow Agreement, change the Collateral Account or change the Collateral Account depository as
long as the new account is subject to the terms ofthe Escrow Agreement or a lOckbox agreement
with the new depository containing substantially the same terms as the Escrow Agreement. In
addition, AIAI shall provide written instructions to Mark Twain Kansas Bank ("Bank") which
provide that Bank shall, in accordance with currently effective instructions and procedures, transfer
to the Collateral Account all Commission Collateral deposited into Account No. 8613004124 at such
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Bank. Further, Company;AIAl, Creditor and Bank shall enter into an agreement which provides
that (i) Bank shall immediately notify Creditor of its receipt of any (a) instruction by AIAI or
Company to take any action which would interrupt or redirect the flow of Commission Collateral
into Account No. 86513004124 from any other account at Bank or the transfer of Commission
Collateral from such Account to the Collateral Account, or (b) request by AIA or Company to
amend that certain lockbox agreement (the "Centennial Lock Box Agreement") dated June 1, 1995
among AIAI, Universe, The Centennial Life Insurance Company ("Centennial") and Bank, or any
notice or instruction delivered to Bank pursuant thereto, or (c) request by AIAI or Company to move
existing bank accounts or establish new bank accounts under the Centennial Lock Box Agreement;
and (Ii) Bank shall not implement any such implement any such instruction or request until the lapse
of thirty (30) days from delivery of such notice by Bank to Creditor or Bank's earlier receipt of
Creditor's written consent to such instruction or request.
S.
Defaults and Remedies. The circumstances constituting Defaults under this Agreement and
the remedies therefor shall, for the purpose of the convenience of having all such provisions
contained within a single document, be determined in accordance with the Amended Stock Pledge
Agreement Secured Party shall have no recourse to the Commission Collateral in the event of a
non-monetary default under the Restructured Obligations; but nothing contained in this Agreement
shall affect Secured Party's rights and remedies under the Amended Stock Pledge Agreement for
monetary or non-monetary defaults.
6.

Revival of Security Interest

To the extent Company makes a payment to Secured Party, which payment is later
invalidated, declared to be a fraudulent transfer or preference, set aside or required to be repaid
under any bankruptcy law, other law or equitable principle, Secured Party's interest in the
Commission Collateral shall be revived and continued as if the payment or proceeds had never been
received by the Secured Party.
7.

Miscellaneous

7.1
Financing Statements, Etc. Companies will sign any financing statements and other
filings with governmental offices or agencies, and other documents relating to the Commission
Collateral that Secured Party may reasonably request. Secured Party is nevertheless authorized to
file such documents without Companies' signatures and Companies hereby grant to Secured Party
a power of attorney to execute any such documents as Companies' attorney-in-fact Such power of
attorney is coupled with an interest and shall be irrevocable until Secured Obligations have been
fully and finally paid. Companies will reimburse Secured Party upon demand for all expenses
incurred for the perfection and continuation of perfection of Secured Party's security interest in the
Commission Collateral.
7.2
Amendment This Agreement and the other Restructured Obligations entered into in
connection with the Secured Obligations contain the complete and final expression of the entire
agreement of the parties. No provision of this Agreement may be amended, modified, waived or
supplemented, except by a writing signed by the party sought to be charged with the amendment,
modification, waiver or supplementation
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7.3
Remedies Cumulative. All rights and remedies of Secured Party shall be cumulative
and may be exercised at such times and in such order as Secured party determines. The failure of
Secured Party to insist upon or enforce strict performance of any provisions of this Agreement, or
to exercise its rights or privileges hereunder or any of its rights as provided by statute or law or in
equity or otherwise, shall not impair, prejudice or constitute a waiver of any such right, power,
remedy or privilege or be construed as a waiver of any Default or as an acquiescence therein or
preclude the exercise or enforcement thereof at a later time. No waiver by Secured Party of any
Default shall be a waiver of any other Default. Nor shall any single or partial exercise of any such
right, power, remedy or privilege preclude any other or further exercise thereof or the exercise of
any other right, power, remedy or privilege.

7.4
Effectiveness. This Agreement shall remain in full force and effect until the earlier
of (i) the pledge of fair market value bonds for other Collateral in accordance with Section lO(a) of
the Amended Stock Pledge Agreement, (ii) the indefeasible performance or payment in full in cash
of all the Secured Obligations, or (iii) the termination of this Agreement in writing by Secured Party.
Tennination; Fwther Assurances. This Agreement and the Escrow Agreement shall
terminate and be of no further force or effect upon the earliest to occur of the events set forth in
Section 7.4 hereof Secured-Party's security interest in.the Commission CQllateral shall thereupon
cease; and Secured Party shall execute and deliver any and aU additional papers, documents and
other instruments (including, without limitation, UCC termination statements), and shall do any and
all acts and things reasonably necessary in connection with the performance of his obligations
hereunder and to carry out the intent of the parties as expressed in this Agreement.
7.5

7.6
Notices. Any notice under this Agreement shall be in writing and shall be given as
provided in the Amended Stock Pledge Agreement
7.7
Governing Law. This Security Agreement shall be governed by, and construed in
accordance with the laws of the State ofIdaho.
7.8
Counterparts. This Agreement may be executed in any number of counterparts and
by each party on a separate counterpart, each of which when so executed and delivered shall be
deemed an original and all of which taken together shall constitute but one and the same instrument.

7.9
Restatement of Security Agreement. The Security Agreement is hereby amended,
restated, superseded and replaced in its entirety and shall hereafter have no force or effect. Ssecured
Party hereby waives any and all right to claim any breach of the Security Agreement or to exercise
any remedy thereunder.
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IN WITNESS WHEREOF the parties have duly executed and delivered this Agreement as
of the date first written above.
COMPANY:

SECURED PARTY:
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THIS ESCROW AGREEMENT ("Agreement") is made and entered into this Z.3 day
of ~ \ v-- \ '1 , 1996, by and among REED 1. TAYLOR, a single man residing at Lewiston,
Id~ed Party"); ALA INSURANCE, INC., an Idaho corporation with its principal
place of business at Lewiston, Idaho ("AlA"); ALA SERVICES CORPORATION, an Idaho
corporation with its principal place of business in Lewiston, Idaho ("Services ll ) ; and Mark
Twain Banks ("Bank").
WHEREAS, Services and Secured Party entered into a Stock Redemption Agreement
and related agreements, which agreements have been restructured pursuant to a Stock
Redemption Restructure Agreement of even date herewith (collectively "Redemption
Agreements"), including (without limitation) an Amended and Restated Security Agreement
(the "Security Agreement"); and
WHEREAS, pursuant to the Redemption Agreements, Company is obligated to make
certain monthly payments to Secured Party (collectively "Payments" and each a "Payment")
in the amount of $75,000 per month until full payment of the Amended Down Payment Note
and thereafter in the amount of $41,250 per month until full payment of the $6M Note
(provided that, in the event of any partial prepayment of the $6M note, the amount of such
monthly payment shall be reduced to an amount equal to .6875% of the remaining principal
balance of the $6M Note); and
WHEREAS, this Agreement is entered into pursuant to Section 4 of the Security
Agreement; and
WHEREAS, pursuant to Section 4 of the Security Agreement, Services and AlA have
agreed that all Commission Collateral shall be remitted for deposit in a Collateral Account at
a bank designated and appointed by AlA; and
WHEREAS, the Security Agreement provides for Secured Party to establish a special
bank account controlled solely by Secured Party ("Secured Party Account"); and
WHEREAS, Bank has been, and hereby is, designated and duly appointed by ALA as
the bank wherein the Collateral Account is established; and
WHEREAS, ALA, Services, Secured Party and Bank desire to enter into a written
agreement setting forth with particularity the agreed-upon practices and procedures with respect
to the operation of the Collateral Account; and
WHEREAS, Bank and AlA are parties to that certain Lock Box Agreement with The
Centennial Life Insurance Company ("Centennial") dated June 1, 1995 (the "Centennial Lock
Box Agreement") pursuant to which certain payments deposited in various trust accounts at
Bank are separated and deposited into other accounts at Bank, including AIA Insurance, Inc.
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Account No. 8613004124 (the "Mark Twain Account"). The Mark Twain Account contains
Commission Collateral commingled with other cash.
NOW, THEREFORE, in consideration of the foregoing recitals and of the terms and
conditions hereinafter set forth, and for other good and valuable consideration, the parties
hereto agree as follows:
1.

For purposes of this Agreement:

(a)
"Commission Collateral" means all commiSSIOns from the sale of
insurance or related services received through the Centennial Lock Box Agreement by
or on behalf of, or payable to, any of the Companies (as defined in the Security
Agreement) or any of their subsidiaries, and any interest thereon.
(b)
"Collateral Account" means the account at Bank established under
Section 3 hereof and into which all Commission Collateral must be deposited in
accordance with Section 4 of the SecUIity Agreement and Section 4 of this Agreement.
(c)
"Amended Down Payment Note" means that certain Amended and
Restated Down Payment Note dated July 1, 1996 payable by Services to Reed J. Taylor
in the principal amount of $1.5 million.
(d)
"$6M Note" means that certain Promissory Note dated August 1, 1995
payable by Services to Reed J. Taylor in the principal amount of Six Million Dollars
($6,000,000).
(e)
All capitalized terms not otherwise defined herein shall have the
meanings assigned in the Redemption Agreements.
2.
Subject to the terms and provisions of this Agreement, Services, AlA, and
Secured Party have requested that Bank accept and deposit in the Collateral Account all
Commission Collateral included in the funds deposited in the Mark Twain Account pursuant
to the Centennial Lock Box Agreement; and Bank has agreed to accept such deposits under the
terms and provisions of this Agreement.
3.

The parties hereto have established at Bank the Collateral Account (Account No.
) in the name of AlA Insurance, Inc.; and Secured Party has established the
Secured Party Account (Account No. 0191314244) at First Security Bank, 9th & Main,
Lewiston, Idaho 83501 in the name and under the sole control of Reed J. Taylor. Funds
deposited in the Secured Party Account shall be available for immediate withdrawal by
authorized signers on the Secured Party Account.

71.119SQO

4.
Pursuant to the provisions of Section 4 of the Security Agreement, the
Companies shall remit all Commission Collateral to Bank for deposit in the Collateral Account.
AlA shall deliver to Bank, on at least a weekly basis, a written report of the amount of
Commission Collateral then on deposit in the Mark Twain Account and shall direct Bank to
transfer such amount to the Collateral Account; and Bank shall promptly transfer such amount
from the Mark Twain Account to the Collateral Account. Except as provided in Section 5 of
ESCROW AGREEMENT - Page 2
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this Agreement, all funds in the Collateral Account shall be disbursed to or upon the order or
direction of AlA.
5.
Secured Party shall provide Bank with wire-transfer instructions to enable Bank
to transfer funds to the Secured Party Account in accordance with this Agreement. On the 1st
business day of each month beginning August 1, 1996, Bank shall automatically wire-transfer
the Payment from the Collateral Account to the Secured Party Account. In the event the funds
in the Collateral Account are insufficient to pay the full amount of the Payment then due, Bank
shall wire-transfer to the Secured Party Account, on a daily basis, all funds subsequently
deposited in the Collateral Account until the full amount of the Payment has been wiretransferred. This obligation to transfer the Payment from the Collateral Account to the Secured
Party Account shall supersede any contrary or inconsistent instructions or directions given by
AlA under Section 4 hereof. Once the full amount of any and all Payments then due has been
transferred to the Secured Party Account, however, the provisions of Section 4 hereof shall
govern the withdrawal or disbursement of funds from the Collateral Account.
6.
The amount of the Payment shall initially be $75,000 per month. Bank shall
reduce the amount of the Payment to $41,250 per month, effective as of the next payment date
following presentation by AlA of a copy of the Amended Down Payment Note marked paid
or cancelled by Creditor. Following presentation by AlA of a receipt from Creditor
acknowledging partial prepayment of the $6M Note, Bank shall further reduce the monthly
payment to an amount equal to .6875% of the remaining principal balance of the $6M Note.
7.
Bank shall immediately notify Secured Party of its receipt of any (a) instruction
by AlA to take any action which would interrupt or redirect the flow of Commission Collateral
into the Mark Twain Account from any other account at Bank, or which would interrupt the
transfer of Commission Collateral from the Mark Twain Account to the Collateral Account,
or (b) request by AlA or Company to amend the Centennial Lock Box Agreement, or any
notice or instruction delivered to Bank pursuant thereto, or (c) request by by AlA or Company
to move existing bank accounts or establish new bank accounts under the Centennial Lock Box
Agreement. Bank will take no action in accordance with any such instruction or request until
the lapse of thirty (30) days from delivery of such notice by Bank to Secured Party or Bank's
earlier receipt of Secured Party's written consent to such instruction or request; provided that,
upon lapse of thirty (30) days from the delivery of such notice, Bank will act in accordance
with such instructions or request notwithstanding any written or oral objection by Secured
Party, unless Secured Party delivers to Bank a certified copy of a complaint, filed in a court
of competent jurisdiction, seeking a court order enjoining Bank from acting in accordance with
such instructions or request. This Section 7 of this Agreement is not intended to affect the
rights or obligations of Bank or Centennial under the Centennial Lock Box Agreement.
However, Bank shall immediately notify Secured Party of any instruction or request by
Centennial which would or could affect the Mark Twain Account or the flow of Commissions
Collateral into that account under the Centennial Lock Box Agreement or the transfer of funds
from the Mark Twain Account to the Secured Party Account under this Agreement.
8_
Bank shall have the right to terminate this Agreement upon thirty (30) days'
prior written notice to Company and Secured Party_ This Agreement may also be terminated
by mutual agreement of AlA, Services and Secured Party. Unless sooner terminated by Bank
or by mutual agreement of AlA, Services and Secured Party, this Agreement shall remain in
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full force and effect until the earlier of (i) payment in full of both the Amended Down Payment
Note and the $6M Note, as evidenced by AlA's presentation to Bank of the cancelled $6M
Note, or (ii) written acceptance by Secured Party of other collateral or security for the $6M
Note in substitution for the CoIIlIllission Collateral.
9.
In the event Bank is threatened with litigation as a result of any dispute among
Services, ALA and Secured Party, Bank is hereby authorized to file an interpleader action in
any court of competent jurisdiction and to deposit with the clerk of the court the amount of the
disputed funds, less any court filing fees.
10.
Bank shall have no duties not expressed in this Agreement. Bank shall have no
duties, expressed or implied, relating to any other agreement among Services, AlA and Secured
Party. Bank shall have no duty to determine if the division of funds between Secured Party
and AlA is correct. Bank shall not be required to verify, prior to making disbursements under
Sections 4 or 5 hereof, that the funds on deposit in the Collateral Account are "good funds".
Bank shall not be required to determine whether Secured Party or AlA is entitled to any funds
which may be disputed, should such disputes arise out of this Agreement or any other
agreement.
11.
Services, AlA and Secured Party hereby agree, jointly and severally, to
indemnify and save Bank harmless from and against any loss, liability or expense reasonably
incurred, without negligence or bad faith on Bank's part, arising out of or in connection with
this Agreement, including the expense of Bank defending itself against any claim or liability
hereunder or of filing any interpleader action. This indemnity provision shall survive
termination of this Agreement.
12.
Bank shall charge the Collateral Account directly for any and all customary and
usual costs and expenses (including, without limitation, wire-transfer charges) in connection
with this Agreement, as specifically set forth in the fee schedule provided by Bank and
attached hereto as Exhibit "A".
13.
This Agreement shall be construed in accordance with, and shall be governed
by, the laws of the State of Missouri.
14.
This Agreement may be executed in one or more counterparts, each of which
shall be deemed an original, but all of which together shall constitute one and the same
instrument.
15.
The provisions of this Agreement may be waived, altered, amended or repealed,
in whole or in part, only in a written instrument signed by all of the parties to this Agreement.
16.
The invalidity or unenforceability of any particular provision of this Agreement
shall not affect the other provisions hereof; and this Agreement shall be interpreted in all
respects as if such invalid or unenforceable provisions were omitted.
17.
This one, single Agreement shall constitute the full and complete embodiment
of the intentions of the parties regarding the Collateral Account.
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18.
All notices, requests, demands and other communications which are required to
be or may be given under this Agreement shall be in writing and shall be deemed to have been
duly given when delivered in person or transmitted by telex, facsimile, cable or telegram, or
by certified or registered first class mail, postage prepaid, return receipt requested, to the
respective parties as follows:
If to AlA or Services, to:

AlA Services Corporation
AlA Insurance, Inc.
P.O. Box 538
One Lewis Clark Plaza
Lewiston ID 83501
Attention: John Taylor
Fax: (208) 799-9172

With a copy to:

Eberle, Berlin, Kading, Turnbow &
McKlveen, Chartered
P.O. Box 1368
Boise ID 83701-1368
Attention: Richard A. Riley
Fax: (208) 344-8542

If to Shareholder, to:

Reed J. Taylor
P.O. Box 1165
Lewiston ID 8350 I
Fax: (208) 799-9144

With a copy to:

Cairncross & Hempelmann
70th Floor, Columbia Center
701 Fifth Avenue
Seattle WA 98104-7016
Attention: W. Frank Taylor
Fax: (206) 587-2308

If to Bank:

Mark Twain Banks
Trust Division
4901 Main Street
Kansas City MO 64112-2636
Attention: Loui Willms
Fax: (913) 261-5249
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IN WITNESS WHEREOF, Services, AlA, Secured Party and Bank have executed this
agreement in manner and form sufficient to bind them as of the day and year first above
written.
AlA
By:

Date:

By:

Date:

REED 1. TAYLOR, SECURED PARTY
By:

Date:

MARK TWAIN BANKS
By:

cqc5l~ Qf\~~Otvu ~
\),c.o;:

Date:

Attest:

?re>ld<1.'"
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EXHIBIT A-I
TO
AMENDED AND RESTATED STOCK PLEDGE AGREEMENT
ASSIGNMENT SEPARATKFROM CERTIFICATE
[UNIVERSE1

FOR VALUE RECEIVED, the undersigned hereby assigns and transfers to REED 1
TAYLOR 999,995 shares of the common stock standing in the name of the undersigned on the
books of The Universe Life Insurance Company and represented by Certificate(s) No.1 herewith,
and hereby irrevocably constitutes and appoints the Secretary of The Universe Life Insurance
Company as attorney to transfer that stock on the books of such corporation with full power of
substitution in the premises. This assignment is made pursuant to the Amended and Restated Stock
Pledge Agreement dated as of the date hereof and in connection with the Stock Redemption
Agreement dated July 22,1995, between the undersigned and Reed J. Taylor, and may be used to
transfer the above-described shares of stock after a Default as such is defined under said Amended
and Restated Stock Pledge Agreement.
DATED this 22nd day of July, 1995
AlA SERVICES CORPORATION

~; ,L~<\~
STATE OF IDAHO
County of

z Perce

)
:ss

)

~w4

/

,

On this
day of
, 1995, before me,
known or
identified to me to be
,
of
L
, the corporation that executed
the instrument and the p on who executed th~nStrument on behalf of said corporation and
acknowledged to me that sue orporation exe £ted the same
IN WITNESS WHEREOF, I h e hereunto set my hand and affixed my official seal the day
and year in this certificate first abo writ

Notary Public
Residing at .
Idaho
My Commission Expire . ~_ _
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EXHIBIT A-2
TO
AMENDED AND RESTATED STOCK PLEDGE AGREEMENT
ASSIGNMENT SEPARATE FROM CERTIFICATE
[FARMERS HEALTH ALLIANCE ADMINISTRATORS, INC.]

FOR VALUE RECEIVED, the undersigned hereby assigns and transfers to REED 1.
TAYLOR 1,000 shares of the common stock standing in the name of the undersigned on the books
of Farmers Health Alliance Administrators, Inc. and represented by Certificate(s) No.1 herewith,
and hereby irrevocably constitutes and appoints the Secretary of Farmers Health Alliance
Administrators, Inc. as attorney to transfer that stock on the books of such corporation with full
power of substitution in the premises. This assignment is made pursuant to the Amended and
Restated Stock Pledge Agreement dated as of the date hereof and in connection with the Stock
Redemption Agreement dated July 22, 1995, between the undersigned and Reed 1. Taylor, and may
be used to transfer the above-described shares of stock after a Default as such is defined under said
Amended and Restated Stock Pledge Agreement
DATED this nod day of July, 1995
AlA SERVICES CORPORATION

~~~4~lh~~+--------~~~=-~--------------

STATE OF-IDAHO
County of Nez Pe e

)

On this
d of
, 1995, before m , appeared
, known or
identified to me to be the
of
, the corporation that executed
the instrument and the per so who execute~e instrument on behalf of said corporation and
acknowledged to me that such cor ration ,ecuted the same.
IN WITNESS WHEREOF, I ave
eunto set my hand and affixed my official seal the day
and year in this certificate first a ve written

Notary Public f'bt Idaho
Residing at
Idaho
My Commission Expire .' - < : - - -
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EXHIBIT A-3
TO
AMENDED AND RESTATED STOCK PLEDGE AGREEMENT
.ASSIGNMENT SEPARATE FROM CERTIFICATE
[AlA INSURANCE,INC.]

FOR VALUE RECEIVED, the undersigned hereby assigns and transfers to REED J.
TAYLOR 6,219 shares of the common stock standing in the name ofthe undersigned on the books
of AlA Insurance, Inc. and represented by Certificate(s) No. 10 and 11 herewith, and hereby
irrevocably constitutes and appoints the Secretary of AIA Insurance, Inc. as attorney to transfer that
stock on the books of such corporation with full power of substitution in the premises_ This
assignment is made pursuant to the Amended and Restated Stock Pledge Agreement dated as of the
date hereofand in connection with the Stock Redemption Agreement dated July 22, 1995, between
the undersigned and Reed J Taylor, and may be used to transfer the above-described shares of stock
after a Default as such is defined under said Amended and Restated Stock Pledge Agreement
DATED this 22nd day of July, 1995
AlA SERVICES CORPORATION

~; ---+"""-ti~~:f--tf-~~---------~~~------------

STATE OF IDAHO
County of Nez Perce

)
:ss
)

ap~

.

On this _ _ day of
, 1995, before me,
, known or
identified to me to be the
of
, the corporation that executed
the instrument and the person wh xecuted the instrument on behalf of said corporation and
acknowledged to me that such corporat
exe~uted the same.
/

IN WITNESS WHEREOF, I hav~,hereu to set my hand and affixed my official seal the day
and year in this certificate first abov~vfritten

/
Notary Public for I ho
Residing at
Idaho
My Commissi~n Expires: --"-<-_ _
07/12196 2:11pmls
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IT

E
AMENDED AND RESTATED STOCK PLEDGE AGREEMENT

This Amended and Restated Stock Pledge Agreement is entered into as of July 1, 1996, by
and between AIA Services Corporation, an Idaho corporation ("Pledgor"), and Reed J. Taylor
("Secured Party").
RECITALS
A
Pledgor and Secured Party are parties to that certain Stock Redemption Agreement,
dated as of July 22, 1995 (the "Redemption Agreement"), pursuant to which, Pledgor redeemed
613,494 shares of its Common Stock held by Secured Party in exchange for, in part, a promissory
note in the principal amount of $1,500,000 (the "Down Payment Note") and a promissory note in
the principal amount of$6,000,000 (the "$6M Note"). Pledgor and Secured Party also entered into
a Stock Pledge Agreement (the "Stock Pledge Agreement") and a Security Agreement (the "Security
Agreement"), each dated July 22, 199.5, granting a security interest in certain collateral to secure
payment of the $6M Note. Pledgor and Secured Party also entered into a Consulting Agreement (the
"Consulting Agreement") and a Noncompetition Agreement (the "Noncompetition Agreement"),
both dated July 22, 1995.

B
The Universe Life Insurance Company, an Idaho domestic insurance company
("Universe"» Farmers Health Alliance Administrators, Inc.) an Idaho corporation ("Farmers"), and
AIA Insurance, Inc., an Idaho corporation ("AIAr'), are wholly owned subsidiaries of Pledgor.
Great Fidelity Life Insurance Company, an Indiana domestic insurer ("GFL"), is a wholly-owned
subsidiary of Universe. Universe is in rehabilitation under the laws of the State ofIdaho, and GFL
is under supervision under the laws of the State ofIndianil. Pledgor, AIAI, Farmers, Universe and
GFL are collectively referenced herein as the "Companies".
C.
Pursuant to the Stock Pledge Agreement, Pledgor pledged all of the shares of capital
stock of each of Universe, Farmers and AIAI (collectively, the "Pledged Shares") as security for the
$6M Note and other obligations of Pledgor to Secured Party arising under the Redemption
Agreement.

D.
Concurrent with the execution of this Agreement, Pledgor and Secured Party have
entered into that certain Stock Redemption Restructure Agreement (the "Restructure Agreement")
pursuant to which the obligations and agreements referred to above have been restructured (the
"Restructure") .
E.
As a part of the Restructure, Pledgor and Secured Party have agreed to amend and
restate the Security Agreement (as amended, the "Amended Security Agreement") and to amend and
restate the Stock Pledge Agreement to provide, among other things, security for the Down Payment
Note (as amended pursuant to the Restructure, the "Amended Down Payment Note"), to modify
provisions relating to the substitution of bonds for the Pledged Shares, to allow partial or complete
prepayment of the $6M Note and to provide for partial release of Pledged Shares upon partial
prepayment ofthe $6M Note.

F.
As part of the Restructure, Pledgor and Secured Party have agreed to simplify and
consolidate the Restructure default and remedy provisions.
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G.
Agreement.

This Agreement amends, restates, supersedes and replaces the Stock Pledge

H.
Capitalized terms used herein but not herein defined have the meanings ascribed to
them in the Restructure Agreement or the Amended Security Agreement.
AGREEMENTS
NOW, TIIEREFORE, for and in consideration of the foregoing premises, and for other good
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the
parties agree as follows:
1.

Secured Obligations

This Agreement is made to secure the punctual payment and performance by Pledgor of any
and all obligations, liabilities and amounts now or hereafter owing, due or not due, direct or indirect,
liquidated or contingent, to Secured Party pursuant to the Amended Down Payment Note and the
$6M Note and the prompt observance and performance by Pledgor of its covenants, agreements and
obligations hereunder (collectively, the "Secured Obligations")
2.

Pledge

As collateral security for the payment and performance in full of the Secured Obligations,
Pledgor hereby pledges, assigns, transfers, delivers and grants to Secured Party a security interest
in all right, title and interest of Pledgor that presently exists or that hereafter may arise in, to and
under (i) the Pledged Shar'es and all rights and privileges of Pledgor with respect thereto; (ii) all cash
dividends, noncash dividends, stock dividends, interest, cash, instruments and other property from
time to time received, receivable or otherwise distributed in respect of or in exchange for any or all
of the Pledged Shares; (iii) all subscriptions, warrants, options and any other rights issued upon or
in connection with the Pledged Shares; (iv) any additional shares of capital stock of the issuers of
the Pledged Shares hereafter issued; (v) any and all certificates or other instrument or documents
representing any of the foregoing; and (vi) all cash and noncash proceeds of the foregoing (all such
property, collectively, the "Pledged Collateral").

3.

Representations and Warranties
Pledgor represents and warrants to, and agrees with, Secured Party as follows:

3.1
Organization and Good Standing. Each of Pledgor, AIAl and Farmers is a
corporation duly organized, validly existing and in good standing under the laws of the State of
Idaho and has all requisite power and authority to own, lease or operate its properties and to carry
on its business as it is now being conducted. Universe is a domestic insurance company duly
organized and validly existing under the laws of the State ofIdaho, subject to the rights and powers
of the rehabilitator appointed by court order dated March 5,-1996 ("Rehabilitator"). Great Fidelity
is a stock life insurance company duly organized and validly existing under the laws of the State of
Indiana subject to the rights and powers of the supervisor appointed under Indiana law. Pledgor,
AlAI and Farmers are duly qualified to do business and are in good standing as foreign corporations
in all jurisdictions where the failure to be so qualified would materially adversely affect them. As
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of the date of this Agreement, Pledgor owns all of the outstanding capital stock of Universe (except
for Directors' qualifying shares), AlAl and Farmers; and, subject to the rights and powers of the
Rehabilitator, Universe owns all of the outstanding capital stock of Great Fidelity.
Power and Authority. Pledgor and each of the other Companies has all requisite
3.2
power and authority to execute, deliver and perform the Restructured Obligations and to
consummate the transactions contemplated thereby. In particular, but without limiting the foregoing,
Pledgor and AlA have full requisite power and authority and full legal right to grant a security
interest in the Commission Collateral in the manner and for the purpose contemplated by the
Amended Security Agreement Pledgor's Board of Directors has duly authorized the Restructured
Obligations and the execution and delivery thereof by the Companies and the performance by
Companies of their respective obligations thereunder, including (without limitation) the pledge and
grant to Secured Party of a security interest in the Pledged Collateral and the Commission Collateral
in the manner and for the purpose contemplated by this Agreement and the Security AgreemenL
Pledgor has either obtained the consent of its shareholders to the execution and delivery of the
Restructured Obligations and the consummation of the transactions contemplated hereby, or it has
determined that no such consent is required.
3.3
Binding Contract The Restructured Obligations have been duly executed and
delivered by Companies and are legal, valid and binding obligations of Companies enforceable
against them in accordance with their terms, except as enforceability may be limited by bankruptcy,
insolvency, reorganization or other similar laws affecting the enforcement of creditors' rights
generally or the availability of equitable remedies subject to the discretion of the court
3.4
Consents; Noncontravention Except for any such violation or default which is
waived by the Series A Preferred Shareholder pursuant to the Series A Preferred Shareholder
Agreement, the execution and delivery of the Restructured Obligations and the performance of the
transactions contemplated thereby (including, without limitation, the pledge and grant to Secured
Party of a security interest in the Pledged Shares pursuant to this Agreement and the grant of a
security interest in the Commission Collateral pursuant to the Amended Security Agreement) will
not (i) result in a violation of any of the terms or provisions of the articles of incorporation or bylaws
of Companies or any amendments thereto, or (ii) constitute a violation or default under any
indebtedness, indenture, mortgage, deed of trust, note, bond license, lease agreement or other
material agreement or instrument to which Companies are a party or by which they or any of their
assets may otherwise be bound, or under any law (excluding, however, any law or regulation
pertaining to the Rehabilitator or the rehabilitation of Universe under the Idaho Insurance Code),
rule, license, regulation, judgment, order, ruling or decree governing or affecting the operation 0:
Companies in any material respect; nor will the same constitute an event permitting termination of
any material agreement or the acceleration of any indebtedness or other liability of Companies, with
or without notice or lapse or time, or result in the creation or imposition of any lien upon any
collateral granted to Creditor pursuant to the Restructured Obligations. No consent, authorization,
approval or exemption by, or filing with, any person, entity or authority is required in connection
with the execution, delivery and performance by Companies of the Restructured Obligations or the
taking of any action contemplated thereby.
3.5
Title to Pledged Shares: Encumbrances. The Pledged Shares include all of the issued
and outstanding capital stock of each of Universe, Farmers, and AIAI. Pledgor owns beneficially
and of record all of the Pledged Shares, free and clear of all pledges, liens, encumbrances, security
interests, equities, claims, options or limitations on Company's ability to vote such shares or to
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transfer such shares to Secured Party, except for any interest in the Universe stock on the part of the
Rehabilitator and the liens in favor of Secured Party created in connection with the transactions
contemplated by this Agreement Subject to the rights and powers of the Rehabilitator in connection
with the Universe shares, Pledgor has full right, title and interest in and to the Pledged Shares, and
full authority to pledge the Pledged Shares to Secured Party as security for performance of the
Secured Obligations. All of the Pledged Shares have been duly authorized and validly issued, and
are fully paid and nonassessable. Secured Party acknowledges he has physical possession of the
certificates evidencing all of the Pledged Shares. Upon execution of this Agreement, Secured Party
will have a first priority, perfected security interest in the Pledged Shares. There are no options,
warrants, calls, subscriptions, rights, agreements, commitments or understandings of any nature that
call for the issuance, sale, pledge or other disposition of any Pledged Shares or which entitle any
person to acquire such shares, other than those rights arising under this Agreement.
3.6
Title to Commission Collateral. Companies are the sole owners of the Commission
Collateral, fr'ee of any liens, security interests, claims or other encumbrances of any kind, except for
(i) standard rights of insurers to recover commissions paid on subsequently lapsed or cancelled
policies or certificates of insurance, (ii) the liens and security interests granted to Secured Party in
the Amended Security Agreement and (iii) a previously granted security interest granted to
Centennial Life Insurance Company ("Centennial").
3.7

Protection of Security Interest.

(a)
Companies shall, at their own expense, keep the Commission Collateral free
of all liens and encumbrances except the security interests of Secured Party and Centennial.
Companies shall not make or agree to make any discount, credit, rebate, set-off or other reduction
in the original amount owing with respect to Commission Collateral other than in accordance with
its present policies and in the ordinary course of business. Companies shall collect and enforce all
commission receivables Companies will keep adequate records and books of account, in which
complete entries will be made in accordance with industry practice, applied, reflecting all
Commission Collateral and related transactions.
(b)
To Pledgor's knowledge, the Pledged Collateral is not subject to any option,
agreement, assessment, charge or other contractual restriction of any nature that might prohibit,
impair, delay or otherwise affect the pledge of the Pledged Collateral hereunder or the sale or
disposition of the Pledged Collateral pursuant hereto by Secured Party. Secured Party acknowledges
that applicable insurance rp.gulations may require regulatory approval prior to strict foreclosure upon
or sale of insurance company stock. Pledgor will not suffer or permit any lien or encumbrance of
any nature, other than those granted to Secured Party, to attach to the Pledged CollateraL Pledgor
will fully and punctually perform any duty required of it in connection with the Pledged Collateral
and will not take any action that will impair, damage or destroy Secured Party's rights with respect
to the Pledged CollateraL Pledgor will remain the sole shareholder of all of the outstanding capital
stock of Universe (other than Directors' qualifying shares), Farmers and AlAI. Pledgor will not
permit Universe, Farmers or AlAI to issue any additional capital stock; and any attempt to issue
additional shares of such capital stock shall be invalid.
3.8
Financial Condition. The consolidated financial statements of Pledgor and its
subsidiaries for the years ended December 31, 1995, 1994 and 1993 and for the quarter ended March
31, 1996 attached hereto as Schedule 3.8, including any adjustments thereto reflected on Schedule
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3.8, present fairly the financial condition and results of operations and changes in financial position
of Pledgor as of such respective dates and for the respective periods then ended in conformity with
generally accepted accounting principles (IfGAAP") applied on a consistent basis, and Pledgor has
no actual knowledge of any change in the financial condition of Companies since March 31, 1996
which a reasonable person would consider likely to have a material adverse effect on the value of
Pledged Collateral or the Commission Collateral, or on Secured Party's ability to enforce its
remedies hereunder, except for matters already disclosed by Pledgor to Secured Party.
3.9
Compliance with Laws. Pledgor, AIAl and Fanuers are in compliance in all material
respect with all federal, state and local laws, statutes, rules, regulations and orders of all
governmental authorities material to its business.
3.10 Defaults. Except for any such violation Of default which is being waived by the
Series A Preferred Shareholder in the Series A Preferred Shareholder Agreement, none of Pledgor,
AlAl or Farmers is in material violation of any of the tenus or provisions of its articles of
incorporation or bylaws or any amendments thereto, or in violation or default under any
indebtedness, indenture, mortgage, deed of trust, note, bond license, lease agreement or other
material agreement or instrument to which any of such Companies is a party or by which it or any
of its assets may otherwise be bound, or of any law, rule, license, regulation, judgment, order, ruling
or decree governing or affecting the operation of such Companies in any material respect.
3.11 Litigation There are no claims, actions, suits, proceedings or investigations pending
or, to the best of Pledgor's knowledge, threatened against Of' relating to Companies, at law or in
equity before or by any governmental authority, the adverse resolution of which a reasonable person
would consider to be likely to have a material adverse effect on the value of the Pledged Collateral
or the Commissions Collateral, or on Secured Party's ability to enforce its remedies hereunder,
except for matters already disclosed by Pledgor to Secured Party.
4.
Covenants. Pledgor hereby covenants to Secured Party that, until the earlier of (i) the
pledge of bonds having a fair market value equal to the principal amount of the $6M Note in
substitution for the Pledged Collateral and the Commission Collateral in accordance with Section
lO(a) ofthe this Agreement, or (ii) the payment in full of the Amended Down Payment Note and the
$6M Note, it will perform and observe the following covenants:
Pledgor will provide Secured Party with quarterly financial statements for the first
4.1
three fiscal quarters for each of the Companies, prepared in accordance with GAAP.
Pledgor will provide Secured Party with consolidating financial statements, if
4.2
available, or if such statements are not available, consolidated financial statements, for the first three
quarters for Pledgor and all of its direct and indirect Subsidiaries, prepared in accordance with
GAAP; provided that, if such statements have not been completed and made available to Pledgor's
management within 60 days of the end of fiscal quarter, Pledgor shall provide Secured Party with
quarterly financial statements on an estimated combined basis by such date; and Pledgor shall not
be deemed to have failed to satisfy this covenant if Pledgor delivers final consolidated financial
statements to Secured Party as soon as they are available to Pledgor's management
Pledgor will provide Secured Party with annual audited consolidating financial
4.3
statements, if available, or if such statements are not available, consolidated financial statements,
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including the fourth quarter of Pledgor's fiscal year, prepared in accordance with GAAP; provided
that, if such statements have not been completed and made available to Pledgor's management within
180 days of the end of the fiscal year, Pledgor shall provide Secured Party with annual. financial
statements on an estimated combined basis by such date; and Pledgor shall not be deemed to have
failed to satisfy this covenant if Pledgor delivers final annual audited consolidated financial
statements to Secured Party as soon as such statements become available to Pledgor's management
44
Pledgor will provide Secured Party with monthly income statements for Pledgor on
an estimated combined basis as soon as they are available to Pledgor's management.
4.5
Pledgor will provide Secured Party with a weekly summary of new insurance
business submitted, showing weekly, month-to-date and year-to-date summaries.
4.6
Pledgor will provide Secured Party with monthly statements of commissions earned
by any of the Companies as soon as they are available to Pledgor's management, and copies of
AlAI's monthly bank statement for the Collateral Account and for Mark Twin Kansas Bank Account
No. 8613004124 or any substitute account immediately upon Company's receipt of such statements.
4.7
As of the last day of each fiscal quarter, Pledgor shall maintain retained earnings,
calculated in accordance with GAAP, equal to or greater than retained earnings for Pledgor as of
December 31, 1995 as shown on Pledgor's audited annual consolidated financial statement for the
year ended December 31, 1995 attached hereto as Schedule 3.8.
48
Pledgor will not loan funds to any affiliate other than its wholly-owned Subsidiaries
or as authorized by its existing Articles of Incorporation, or except to pay loan reimbursement to
John Taylor for income tax liabilities attributable to the 1988 reorganization of the Pledgor incident
to Secured Party's divorce;
4.9
Pledgor will not mortgage, pledge, subject to lien or other encumbrance, seH, assign
or transfer any collateral granted to Creditor pursuant to the Restructured Obligations.
4.10 Pledgor will use its best efforts to ensure that Creditor or his designee remains a
member of Pledgor's Board of Directors until full payment of the Amended Down Payment Note
and the earlier of (i) the pledge of bonds meeting the requirements of Section lO(a) hereof, or (ii)
the pledge of bonds meeting the requirements of Section 1O(b) hereof, or (iii) the substitution for
the Pledged Shares and the Commission Collateral of other collateral or security ac(,eptable to
Creditor or (iv) the payment in full of the $6M Note.
4.11 Pledgor will ensure that no additional shares of capital stock are issued by Universe,
Farmers, AIAI or GFL;
4.12 Pledgor will use its best efforts to obtain and pledge to Secured Party, as soon as
possible, but in no event later than the consummation of a public offering by the PledgOT, bonds
meeting the requirements set forth in Section 10 of the Amended Stock Pledge Agreement
Pledgor shall have no obligation to prepare and provide to Secured Party any reports of
financial or other business information, other than information expressly required by this Section
4. With respect to the covenants set forth in Sections 4.4 and 4.5, if, as a result offuture changes
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in Pledgor's structure or operations, any required information is no longer regularly prepared or
available to Pledgor's management, Pledgor and Secured Party shall negotiate in good faith to
substitute other reports of such equivalent information as may then be available.
Secured Party agrees that neither he nor any of his agents shall communicate with any of
Pledgor's personnel concerning the Pledgor's financial condition or results of operations, except
through Pledgor's president, chief financial officer or legal officer.
5.

Possession of Pledged Collateral; Assignments

(a)
On or before the effective date ofthis Agreement, Secured Party has obtained
physical possession of all instruments and stock certificates pertaining to the Pledged Shares.
Pledgor agrees to deliver to Secured Party promptly upon receipt all instruments and stock
certificates pertaining to the Pledged Collateral acquired in the future Without limiting the
foregoing, if Pledgor shall purchase or otherwise become entitled to receive or shall receive, in
connection with any of the Pledged Collateral, any. (i) stock certificate, including without limitation
any certificate representing a stock dividend or in connection with any increase or reduction of
capital, reclassification, merger, consolidation, sale of assets, combination of shares, stock split,
spin-off, split-off, split-up or liquidation, (ii) option, warrant, or right, whether as an addition to or
in substitution or in exchange for any of its securities, or otherwise; or (iii) dividend or distribution
payable in cash or property, including securities issued by other than Universe, Farmers or AlAl;
then Pledgor shall accept it in trust for Secured Party and shall immediately deliver it to Secured
Party in the exact form received, with Pledgor's endorsement when necessary, or appropriate stock
powers duly executed in blank to be held by Secured Party as part of the Pledged Collateral
(b) Pledgor has previously delivered to Secured Party Assignments Separate from
Certificate ("Assignments"), in the form attached as Exhibits A-I, A-2 and A-3 to this Agreement,
covering all the Pledged Shares Such Assignments have been endorsed in blank by Pledgor before
delivery to Secured Party. Secured Party may not use such Assignments to transfer the Pledged
Collateral except in realization on its security interests in the Pledged Collateral after the occurrence,
and during the continuance, of a Default (as defined in Section 8 hereof).
6.

Pledgor's Voting Rights

So long as no Default under this Agreement has occurred and is continuing, Pledgor shall
be entitled to exercis~ any voting rights incident to the Pledged Collateral, subject to any restriction
on such voting rights contained herein. Upon the occurrence and continuation of a Default,
Pledgor's right to exercise such voting rights shall immediately cease and terminate and all voting
rights with respect to the Pledged Collateral shall rest solely and exclusively in Secured Party. The
foregoing sentence shall constitute and grant to Secured Party an irrevocable proxy coupled with an
interest to vote the Pledged Collateral upon the occurrence and continuation of such a Default, and
any officer of Universe, Farmers, or AIAI, as the case may be, may rely on written notice from
Secured Party as to the existence of a Default and Secured Party's right to vote such Pledged
Collateral. Notwithstanding the foregoing provisions of this Section 6, Secured Party's right to vote
the Universe shares is subject to aU insurance regulatory requirements applicable to Universe andlor

GFL
7.

Default
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Anyone of the following events shall constitute a default by Pledgor under this Agreement
(a "Default"):
(a)
Failure of Pledgor to pay, either directly or through Bank pursuant to the
Escrow Agreement, within ten (10) days of the date due any principal or interest under the Amended
Down Payment Note or the $6M Note; or
(b)
Failure of Bank to transfer to the Secured Party Account (as defined in the
Escrow Agreement), within ten (10) days of the date due, any principal or interest under the
Amended Down Payment Note or the $6M Note, provided however that a Default under Sections
7(a) or 7(b) hereof shall not be deemed to have occurred if (i) the amount due is paid directly by
Pledgor or (ii) if Bank's failure to transfer such funds to the Secured Party Account results from
Bank's negligence or intentional malfeasance or any other reason not within Pledgor's control (other
than insufficiency of deposits into the Collateral Account) and, within five (5) days of Pledgor's
discovery of such failure to transfer such funds to the Secured Party Account, Pledgor instructs Bank
in writing to immediately transfer the amount then due to the Secured Party Account and, within
thirty (30) days of such discovery, either Bank or Secured Party pays Secured Party the amount then
due; or
(c)
Default by Company in the performance of any of its obligations pursuant to
Section 4 of the Amended Security Agreement or pursuant to the Lockbox Agreement which default
continues after notice and a three (3) day opportunity to cure, or
(d)
Breach of any representation, warranty, covenant, term or condition contained
in this Agreement which breach materially and adversely impairs the value of the Commission
Collateral or the Pledged Shares or Secured Party's ability to enforce its rights with respect thereto,
and which breach continues after notice and a thirty-day opportunity to cure; or
(e)
Any levy, attachment or execution on, or seizure of, any of the Commission
Collateral or the Pledged Shares which materially and adversely impairs the value of the
Commission Collateral or the Pledged Shares or Secured Party's ability to enforce his rights with
respect thereto, and which breach continues after notice and a thirty (30) day opportunity to cure;
or

(f)
Dissolution or termination of e,ostence of Company or any of its material
Subsidiaries; provided that the dissolution or termination of e,ostence of a Subsidiary (in the absence
of insolvency or bankruptcy) shall not constitute a Default if bonds meeting the requirements of
Section 10(a) the Amended Stock Pledge Agreement are acquired and pledged to Secured Party
pursuant thereto; or
(g)
Insolvency or bankruptcy of Pledgor or any of its material Subsidiaries or the
appointment of a receiver to take possession of any of the Commission Collateral or the Pledged
Shares.
Notwithstanding the foregoing, however, rehabilitation, supervision or liquidation of Universe
and/or GFL under applicable insurance laws or the sale of Universe or GFL stock in connection
therewith shall not constitute a Default hereunder.
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9,

Remedies

9.1
GeneraL In the event of a Default by Pledgor under this Agreement, Secured Party
may, at its election and in its sole discretion, without further notice of such election and without
demand upon Pledgor, do anyone or more of the following:
(a)

Accelerate and declare the Secured Obligations immediately due and payable

in full;
(b)
Subject to receipt of all necessary regulatory approvals, sell all or any part of
the Pledged Collateral at public auction or private sale in accordance with the laws of the State of
Idaho, for cash or credit at the election of Secured Party, Pledgor to be credited with the amounts
of any such sale only when the cash proceeds are actually received by Secured Party_ Under no
circumstances shall Secured Party be required to expedite or delay sale of all or any part of the
Pledged Collateral due to prevailing or expected conditions in the market for such Pledged
CollateraL Each purchaser at any such sale shall hold the property sold absolutely free from any
claim or right on the part of Pledgor. Secured Party shall not be obligated to make any sale of
Pledged Collateral regardless of notice of sale having been given. Secured Party may adjourn any
public or private sale from time to time by announcement at the time and place fixed therefor, and
such sale may, without further notice, be made at the time and place to which it was so adjourned;
and/or
( c)
Exercise all of the rights and remedies available under the Uniform
Commercial Code as enacted in the State of Idaho or under other applicable law
Sale of Pledged Collateral Pledgor recognizes that, subject to receipt of all
92
necessary regulatory approvals, Secured Party may sell all or any part of the Pledged Collateral
pursuant to Section 9 1 above, as and when applicable by means of one or more private sales to a
restricted group of purchasers who will be obligated to agree, among other things, to acquire such
securities for their own account, for investment and not with a view to distribution or resale. Private
sales shall be proper if made in a commercially reasonable manner, and Secured Party has no
obligation to delay the sale of any such security for the period of time necessary to permit Universe,
Farmers, AIAI, or any other issuer of the Pledged Shares to register such securities for public sale
under any applicable securities laws or regulations In the event any notice is required to be given
to Pledgor with respect to any such sale or disposition of any of the Pledged Collateral, ten (10)
calendar days notice of any such action shall be deemed to be a sufficien~ and commercially
reasonable notice.
9.3
Sale of Substitute Collateral. The parties acknowledge and agree that, in the event
zero coupon bonds meeting the requirements of Section 1O(b) hereof are substituted for the Pledged
Shares, such bonds are intended to secure payment of the principal of the $6M Note at its stated
maturity date, and that the security interest in Commission Collateral granted in the Amended
Security Agreement is intended to secure Company's obligation to pay the interest on the $6M Note
prior to stated maturity_ In the event of a Default occurring after zero coupon bonds meeting the
requirements of Section lO(b) hereofare substituted for the Pledged Shares, Company shall convey
such bonds to Creditor in lieu of foreclosure; and such conveyance shall discharge Company's
obligation to pay the principal of the $6M Note at maturity_ However, the Company's obligation to
pay the interest on the $6M Note shall continue in the form of a monthly annuity of $41,250 (or, if
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such Note has been partially prepaid prior to the Default, such lesser monthly amount of interest due
on the unpaid principal balance immediately prior to such Default) payable until the stated maturity
date of the $6M Note; and such obligation shall continue to be secured by the security interest in
Commission Collateral pursuant to the terms of the Amended Security Agreement.
9.4
Attorneys' Fees. In the event either party is required to retain the services of an
attorney in order to enforce the terms or provisions of this Agreement or any of the other
Restructured Obligations, the prevailing party in any litigation arising therefrom shall be entitled
to recover reasonable costs of collection and sale of collateral and reasonable attorneys' fees.
10.

Substitution and Release of Security

In the event that Pledgor is able to obtain for the benefit of Secured Party (a) bonds having
a fair-market-value equal to Six Million Dollars ($6,000,000) or (b) bonds the aggregate face
amount of which equals $6,000,000 as of August 1,2005, then Secured Party will allow Pledgor to
substitute such bonds for the Pledged Collateral, provided that in either case the following
conditions are satisfied ~
(i)

The bonds are issued by the U S Government or an obligor approved by

(ii)

The bonds are pledged to secure the Secured Obligations;

Secured Party,

(iii)
Secured Party receives a first priority security interest in such bonds which
is perfected prior to or simultaneously with the release of the Pledged Collateral;
(iv)
Unless such requirement is waived by Pledgor, Pledgor provides an opinion
oflegal counsel that Secured Party will have a first-priority perfected security interest in the bonds;
(v)

The Amended Down Payment Note has been paid in full, and

(vi)
Such arrangements are evidenced by executed documents, including a bond
pledge agreement, in form and substance acceptable to Secured Party and Secured Party's counseL
Ifsuch conditions are met, Secured Party will release the Pledged Collateral and return any
and all certificates and instruments representing or evidencing the Pledged Collaterai to Pledgor,
including, without limitation, the certificates for the Pledged Shares and the Assignments. In
addition, ifand only if bonds meeting the requirements of Section IO(a) are pledged to secure the
Secured Obligations and if Company otherwise meets the requirements of this Section 10, the
security interest in Commission Collateral granted in the Amended Security Agreement shall also
be released,
Pledgor shall have the right, throughout the remaining term of the $6M Note, to prepay all
or part of the outstanding balance of principal and accrued but unpaid interest without premium or
penalty. In the event of any partial prepayment of the $6M Note after substitution of bonds for the
Pledged Collateral, Company may reduce the amount of bonds securing the $6M Note, provided that
the fair-market-value (in the case of bonds meeting the requirements of Section lO(a» or the
aggregate face value (in the case of bonds meeting the requirements of Section I O(b) of the
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remaining bonds shall not be less than 110% of the remaining principal balance of the $6M Note.

11.

Miscellaneous

11.1 Survival. All representations, warranties and agreements made in this Agreement or
in any related documents shall survive the execution and delivery of this Agreement and any such
related documents
11 2 Further Assurances. (a) Pledgor will sign such additional documents relating to the
Pledged Collateral as Secured Party may reasonably request in order to provide Secured Party with
the full benefit of this Agreement. Pledgor hereby grants to Secured Party a power of attorney to
execute any such documents as Pledgor's attorney-in-fact Such power of attorney is coupled with
an interest and shall be irrevocable until the Secured Obligations have been fully and finally paid.
(b) Upon the pledge of bonds under Section 10 hereof, Secured Party will deliver the
Pledged Shares and attendant Assignments to Pledgor, and will sign such additional documents
relating to the Pledged Collateral as Pledgor may reasonably request in order to provide Pledgor
with the full benefit oft11is Agreement. Secured Party hereby grants to Pledgor a power of attorney
to execute any such documents as Secured Party's attorney-in-fact. Such power of attorney is
coupled with an interest and shall be irrevocable upon Pledgor's satisfaction of the conditions of
Section 10 hereof
113 Amendment. This Agreement amends, restates, supersedes and replaces the Stock
Pledge Agreement which shall hereafter have no further force or effect This Agreement and the
other Restructured Obligations contain the complete and final expression of the entire agreement
of the parties
No provision of this Agreement may be amended, modified, waived, or
supplemented, except by a writing signed by the parties to this Agreement No waiver by Secured
Party of any default shall be a waiver of any other default
llA Remedies Cumulative; Waivers. All rights and remedies of Secured Party shall be
cumulative and may be exercised at such times and in such order as Secured Party determines. The
failure of Secured Party to insist upon or enforce strict performance of any provisions of the
Restructured Obligations, or to exercise its rights or privileges hereunder or thereunder or any of its
rights as provided by statute or law or in equity or otherwise, shall not impair, prejudice or constitute
a waiver of any such right, power, remedy or privilege or be construed as a waiver of any Default
or as an acquiescence therein or preclude the exercise or enforcement thereof at a later time Nor
shall any single or partial exercise of any such right, power, remedy or privilege preclude any other
or further exercise thereof or the exercise of any other right, power, remedy or privilege.

11.5 Effectiveness. This Agreement shall remain in full force and effect until (i) all the
Secured Obligations have been indefeasibly performed or' paid in full in cash, and (ii) this
Agreement has been terminated in writing by Secured Party_
11.6 Severability_ If any of the provisions of this Agreement shall be or become illegal
or unenforceable, the other provisions shall remain in full force and effect
11.7

Notices.

All notices, requests, demands and other communications which are
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required to be or may be given under any of the Restructured Obligations shall be in writing and
shall be deemed to have been duly given when delivered in person or transmitted by telex, facsimile,
cable or telegram, or by certified or registered first class mail, postage prepaid, return receipt
requested, to the respective parties as follows
Ifto Company, to:

AlA Services Corporation
PO. Box 538
One Lewis Clark Plaza
Lewiston ID 83501
Attention: John Taylor

With a copy to:

Eberle, Berlin, Kading, Turnbow &
McKlveen, Chartered
P.O. Box 1368
Boise ID 83701-1368
Attention Richard A. Riley

rfto Shareholder, to:

With a copy to:

If to Series A Preferred
Shareholder, to'

Reed 1. Taylor
PO Box 1165
Lewiston ID 83501
Cairncross & Hempelmann
70th Floor, Columbia Center
701 Fifth Avenue
Seattle WA 98104-7016
Attention: W. Frank Taylor
Donna 1. Taylor
cI 0
Vi) T &--r I C\'L.

J

(" c,

6&...{

53&

or to such other address as any party may have furnished to the others in writing in accordance
herewith, except that notices of change of address shall be effective only upon receipt.
11.8 Governing Law. This Agreement shall be governed by, and construed in accordance
with, the laws of the State ofldaho, without giving effect to their provisi0lls or principles regarding
conflict oflaws
11 9 Headings. Headings used herein are for convenience only and shall not in any way
affect the construction of, or be taken into consideration in interpreting, this Agreement11.10 Assignment. This Agreement is not assignable by Pledgor. Secured Party may
assign its rights hereunder to any corporation or other entity controlled by Secured Party. All the
terms and provisions ofthis Agreement shall be binding upon and shall inure to the benefit of and
be enforceable by the parties hereto and their respective successors and permitted assigns.
IN WITNESS WHEREOF the parties have du1y executed and delivered this Agreement as
of the date first written above .
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AIA SERVICES CORPORATION
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AMENDED AND RESTATED NONGOMPETITION AGREEMENT

This Noncompetition Agreement (the "Agreement") is entered into as of the 1st day ofJuly,
1996, by and betweenAIA SERVICES CORPORATION, an Idaho corporation ("Company"), and
REED J. TAYLOR ("Reed")
RECITALS:
A.
Company and Reed are parties to that certain Stock Redemption Agreement (the
"Redemption Agreement") dated as of July 22, 1995 pursuant to which Company redeemed 613,494
shares of the Company's common stock owned by Reed. Pursuant to the Redemption, Company
madeaprornissory note dated July 22,1995 payable to Reed in the principal amount of$1,500,000
(the "Down Payment Note"), and a promissory note dated August 1, 1995 payable to Reed in the
principal amount of $6,000,000 (the "$6M Note"). The $6M Note is secured by a Security
Agreement (the "Security Agreement") and a stock Pledge Agreement (the "Stock Pledge
Agreement"), and the parties also entered into a Consulting Agreement (the "Consulting
Agreement") and a Noncompetition Agreement (the "Noncompetition Agreement"), all of which
were dated July 22, 1995. The Redemption Agreement, Down Payment Note, $6M Note, Security
Agreement, Stock Pledge Agreement; C-onsulting Agreement and Noncompetition Agreement are
herein referred to as the "Original Documents."
B.
Concurrent with the execution of this Agreement, the parties have entered into a
Stock Redemption Restructure Agreement (the "Restructure Agreement") pursuant to which the
transactions and obligations evidence by the Original Documents have been restructured. Pursuant
to the Restructure Agreement, the parties have agreed, among other things, to amend the
Noncompetition Agreement
.

C.
Agreement.
Agreement.

This is the Amended Noncompetition Agreement referred to in the Restructure
This Agreement amends, restates, supersedes and replaces the Noncompetition

AGREEMENT
For and in consideration of the foregoing premises and for other good and valuable
consideration, the sufficiency and receipt of which are hereby acknowledged, Company and Reed
agree as follows:
1.
Term. Reed's obligations hereunder shall tenninate on December 31, 1998, unless
earlier terminated pursuant to the terms hereof

2.
Covenant Not to Compete. Reed hereby covenants that, during the term of this
Agreement, Reed will not, without the prior consent of Company, directly or indirectly, whether as
principal or as agent, officer, director, employee, salesman, consultant or otherwise, alone or in
association with any other person, firm, corporation or other business organization, enter into,
participate in, engage in or own any material interest in the business of any person, firm, corporation
or other business organization that is engaged in or proposes to become engaged in:
(a)

the sale of life, health, workers' compensation or other disability insurance or
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annuities to any farm-related association or the members thereof in any state where Company or any
of its Subsidiaries now or in the future has a relationship with such farm association;
(b)
solicit any farm-related association insurance business of any type now or hereafter
engaged in by Company from any person, trust, group or entity who at such time is a farm-related
association and holder of any insurance or annuity policy sold by Company or any of its Subsidiaries
or other agents.
Notwithstanding the foregoing covenants, nothing herein shall prevent Reed or Advantage Insurance
Agency, Inc. (or any other insurance agency controlled by Reed) from selling life insurance
products, in connection with the College Advantage Plan, to persons who are members of any farmrelated association which sponsors Company's insurance and annuity products.
3.
Injunctive Relief. If there is a breach or threatened breach of the provisions of
Section 2 above, Company shall be entitled to a temporary restraining order and an injunction
restraining Reed from such breach. Nothing herein shall be construed as prohibiting Company from
pursuing any other remedies for such breach or threatened breach.
4.
Notices. All notice required or permitting to be given under this Agreement shall be
in writing and shall be deemed to have been duly given or delivered if delivered personally or mailed
by registered or certified mail, return receipt requested, with first class postage prepaid, to his
residence in the case of Reed, and to his principal office in the case of Company_
Construction. Captions and other headings contained in this Agreement are for
5.
reference and identification purposes only and in no way alter, modifY, amend, limit or restrict the
.
contractual obligations of the parties..
6.
Severability. In the event that anyone or more of the provisions contained in this
Agreement shall for any reason be held to be invalid, illegal or unenforceable in any respect, such
invalidity, illegality or unenforceability shall not affect any other provision of this Agreement~ and
this Agreement shall be construed as if such invalid illegal or unenforceable provision had never
been contained herein, unless the deletion of the provision materially affects the overall plan and
agreement of the parties as reflected herein.
Waiver of Breach. No waiver by any party hereto of any breach of any provision
7.
of this Agreement by another party shall not operate or be construed as a waiver of any subsequent
breach.
8.
Governing Law. This Agreement shall be governed by and construed and enforced
in accordance with the laws of the State ofIdaho.
Binding Effect. This Agreement contains the entire agreement of the parties with
9.
respect to noncompetition, and may not be changed orally but only by an agreement in writing
signed by the party against whom enforcement of any waiver, change modification, extension or
discharge is sought.
10.
Entire Agreement. This Agreement supersedes and replaces the Noncompetition
Agreement in its entirety and contains the entire agreement of the parties with respect to
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noncompetttlon. This Agreement may not be changed orally but only by an agreement in writing
signed by the party against whom enforcement of any waiver, change, modification, extension or
discharge is sought.
11.
Attorneys' Fees. In the event either party shall bring an action in connection with
the performance, breach or interpretation of this Agreement, then the prevailing party in such action
as determined by the court having jurisdiction thereof, shall be entitled to recover from the losing
party in such action, as determined by the court having jurisdiction, all reasonable court costs and
expenses of such litigation, inducting attorneys' fees, court costs, costs of investigation and other
costs reasonably related to such litigation, in such amounts as may be determined in the discretion
of the court having jurisdiction.
IN WITNESS WHEREOF the parties have duly executed and delivered this Agreement
as of the date first written above.

CO:MPANY:

AlA SERVICES CORPORATION

~;i
REED:

4d:}sr£
d/~
REEDTiYLOR

,
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EXHIBIT

IBIT
LEASE AGREEMENT
TillS INDENTURE, made this 1st day of July, 1996, by and between Reed J. Taylor and
Advantage Insurance Agency, Inc. hereinafter collectively referred to as LESSEE, and AlA
Insurance, Inc., hereinafter referred to as LESSOR.
WITNESSETH:

1.
PREMISES:
The LESSOR hereby leases and demises to the LESSEE, subject to the terms and conditions
hereinafter set forth, the following described premises and parking, (collectively "Leased Property"),
to-wit:
The northeast wing and the common area related thereto consisting of3001 square feet, more
or less, ofthe first floor in the building known as the Lewis Clark Plaza, located at III Main Street,
in the City of Lewiston, Idaho, (premises).
Together with the non-exclusive use of all vehicle parking areas located at 1st and C Streets for
use of employee and customer parking. One parking place will be reserved for the use of Reed 1
Taylor in the Main Street parking lot located east of and adjacent to the leased Premises, in the space
currently marked with his name. One space, currently marked with the name D. Whisner shall be
available for the use of LESSEE. LESEE shall also be entitled to park one vehicle in the
temporaryparking area immediately east of the building for the purposes of providing mail
transportation. All other vehicles must be parked at the above described 1st an "c" Streets parking
lot.

II.
,USE:
LESSEE desires to use said PremiSes as an office. LESSEE shall procure all necessary
licenses from the City of Lewiston, Nez Perce County, and the State ofIdaho to conduct its business.

III.
TERM:
The tenri of this lease shall commence upon the closing and execution of a "Restructure"
agreement between Reed J. Taylor and AIA Services Corporation, and terminate six months from the

1
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date of payment in full to LESSEE of the Amended and Restated Promissory Note (Amended Down
Payment Note) executed by AIA Services Corporation contemporaneously herewith_ LESSEE shall
have an option to terminate this lease earlier, without penalty, upon five days written notice to LeSSOL
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IV_

LESSEE agrees to pay to LESSOR rent payable in monthly installments of ONE
rnOUSAND FIVE HUNDRED DOLLARS ($1500.00) for the Premises_ All monthly installments
shall be payable in advance on or before the first day of each month and paid to LESSOR at P.O. Box
538, Lewiston, Idaho. Rent for partial month(s) shall be prorated

v.
POSSESSION:
LESSEE is currently in possession of the premises_.
VI.
LESSOR COVENANTS:
The LESSOR further covenants and agrees with the LESSEE as follows~

A.

Quiet Possession: LESSOR agrees, upon LESSEE paying rent as set fort herein, and
upon LESSEE complying and performing the agreements and covenants contained
in this lease on LESSEE'S part, that LESSEE shall and may at all times during the
term granted peacefully and quietly have, hold and enjoy the Leased Property v..rithout
any manner of let, suit, trouble, or hindrance from LESSOR, its heirs, assigns,
personal representatives or any other persons_

B.

Taxes' LESSOR shall promptly pay the real property taxes assessed against the land
and Premises_

C.

Fire Insurance: Lessor shall procure fire insurance on the Premises and pay the
premiums thereon.

D.

Present Improvements: During the term ofthe lease, LESSOR will maintain the roof
and exterior of the building in which the leasehold Premises are situate (excluding
glass breakage covered under paragraphs VII. B and C), and all common areas, such
as elevator, lobby, hallways, and parking lot, and to maintain, in original working
condition, all electrical wiring and fixtures (excluding the maintenance of bulbs in the
electrical fixtures located in the leasehold Premises and excluding janitorial services
for the leasehold Premises), all plumbing and sewage facilities, and all heating and air

3
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conditioning to meet the climatic conditions from time to time existing so that the
leasehold Premises may be comfortably used and enjoyed by LESSEE, its clients and
business invitees.

VII.
LESSEE COVENANTS:
The LESSEE further covenants and agrees with the LESSOR as follows'
A.

Rentals: To pay each of the monthly installments of rent and the whole thereof as
above provided promptly and at the due date thereof.

R

Maintenance: To maintain the leased Premises in as good condition as the same are
now, reasonable wear and tear excepted; not to suffer nor permit waste upon the
Premises, nor permit acts that will violate policies of insurance of the LESSOR, or
cause higher premiums thereo~ and to keep the interior of the Premises in a suitable
condition.

C.

Repairs: To repair pmmptly, and at its expense, any damage caused to the Leased
Property by the LESSEE or its agents, invitees, or by anyone on the Premises (other
than LESSOR, or its agents), ordinary wear and tear excepted.

D.

Possession: Upon the expiration of the lease, or its sooner termination as herein
provided, to surrender to the LESSOR all keys to said Leased Property, and to quietly
have, surrender, yield and give up possession of the demised Leased Property.

E.

Assignment - Subletting: Not to assign this lease nor sublet the Leased Property or
any part thereof, without the express prior written consent of the LESSOR, and no
assignment or subletting hereof shall be valid by operation of law or otherwise
without such prior written consent.

F.

Alterations: Any alterations, remodeling, restoring or improvements to the Premises
shall require LESSOR'S written consent, which shall state the nature of the
alterations, whether or not the same shall be removable by the LESSEE, and if so,
when, whether and how the LESSEE shall repair any damages caused to said
Premises by the making, existence and/or removal of such alteration. At the end of the
lease, or any extended term thereof, said improvements, if permanently affixed to the
Premises, shall be left on the Premises and revert to the benefit of LESSOR.

G.

Lawful Occupancy: The LESSEE agrees that in its use and occupancy of the
Premises, it will not violate, but will observe and comply with all laws, ordinances and

4
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lawful regulations applicable thereto, and will not perform nor permit any unlawful
act upon said Premises.
H.

Hold LESSOR Harmless: To save and hold the LESSOR harmless from all claims for
damages on account of injuries to persons or property, occurring on the leased
Premises, or the approaches thereto, from any cause whatsoever, except for
negligence of LESSOR. LESSEE shall carry, at LESSEE'S sole expense, public
liability insurance covering any such risks with limits of not less than $100,000 per
person, $300,000 per occurrence, and $100,000 property damage. Such insurance
shall name LESSOR as an additional insured. LESSEE shall furnish LESSOR with
a certificate showing such insurance to be in full force and effect, and providing that
LESSOR shall be notified if such insurance should lapse.
VIII.

UTILITIES:
LESSOR will pay all costs offumishing electricity, heating, air conditioning, garbage disposal,
water and sewage services rendered the leasehold Premises during the entire term of this lease.
LESSOR shall bill, and LESSEE shall pay within five business days of receipt of said bill, LESSEE'S
pro rata (based on percentage of use) charges relating to any shared telephone services.

IX.
PERSONAL PROPERTY TAXES:

.
LESSEE shall pay personal property taXes on all trade fixtures and other personal property
of its business, including without limitation, and hold LESSOR harmless therefrom

SIGNS:
. LESSOR agrees to install and maintain a directory listing the name and location of LESSEE
near the entrance to the building in which the leasehold Premises are situate. LESSEE shall be
entitled, at its sole cost, to install a sign of moderate size on or near the entry to the leasehold
Premises within the building; provided the sign shall be consistent in style and form to the signs
provided by LESSOR.
LESSEE shall install no signs on the exterior of the building, including lettering on exterior
windows in which the leasehold Premises are situate, without first having obtained the written consent
ofLESSOR and also having obtained a certificate of appropriateness from the Lewiston West End
Historical Commission as provided under Section 19-1/2 of the Lewiston City Code.
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XL

PARKING LOT:
LESSOR shall, at its cost, maintain and make available at all times off-street parking facilities
for LESSEE and its business invitees at LESSOR'S employee parking lot located at 1st and "C"
Streets.
Parking facilities to accommodate business invitees of LESSEE shall be provided and maintained
by the LESSOR on a non-exclusive basis. LESSEE and its employees shall not utilize the area
designated for paid parking and Lessor's customers and business invitee's in the lot directly east of
the descnbed Premises, other than as described in paragraph L hereof LESSOR shall maintain such
procedures, rules and regulations as it deems necessary to enforce same.

XIL
NOTICES:
Any notices or demands to be given, served, or made shall be validly and sufficiently given,
served or made: iffrom the LESSEE to the LESSOR, if the same is deposited in the United States
Mails at Lewiston, Idaho, by certified mail, return receipt, postage prepaid, addressed to the LESSOR
at: P.O. Box 538, Lewiston, Idaho 83501, ATTN: Dan Spickler; and if from the LESSOR to the
LESSEE, if the same is deposited in the United States Mails, by certified mail, return receipt, postage
prepaid, addressed to the LESSEE at: P.o. Box 1165, Lewiston, Idaho 83501, AT1N: Reed Taylor.
The service of such notice shall be deemed complete by the said deposit thereof in the United States
Mails as aforesaid. Either party may, by notice to the other in writing, designate a different place to
which notices shall be sent

XIII.
DEFAULTS:

In the event of the default of any material provision ofthis lease by the LESSEE, (and each
covenant, provision, tenn and condition herein is considered a material provision and a consideration
for th~ execution of this lease, and time is of the essence of each and every of the foregoing), the
LESSOR may, at the time of the default or any time during the continuance of the default, no1:ifY the
LESSEE in writing thereof, specifically setting forth the item or items of claimed default, and the
LESSEE shall, within fifteen (15) days from the date of such notice, correct the same.
In the event of the LESSEE'S failure to correct such default after notice as aforesaid, then the
LESSOR may terminate this lease by giving written notice thereof to the LESSEE in the manner
herein provided, the said termination to be complete upon the deposit in the mails of said notice in
the manner herein provided.
PROVIDED, in the event the LESSEE'S default and notice of the default is given and such
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default is corrected within the ti..i"ne required, three (3) times during anyone calendar year, then
thereafter no notice of default shall be required prior to the LESSOR'S exercise ofits right on default,
but such default may be declared without notice.

XlV.
WAIVERS:
No waiver by the LESSOR of any term, covenant, or condition of this lease shall be
construed as a continuing waiver thereof, nor a waiver thereof, nor a waiver of any other term,
covenant or condition of this lease. Each and every default on the part of the LESSEE shall be
considered a separate 3nd a new breach of the lease, irrespective of whether or not other defaults
exist at that time.

xv.
ATTORNEY FEES:
In the event of the necessity of legal process to enforce any covenant of this lease to be
performed on the part of either LESSOR or LESSEE, the prevailing party in such suit shall be
entitled to receive from the losing party a reasonable sum as attorney's fees in such action to enforce
the covenants of this contract, and the Court in which judgment is rendered in such suit or action shall
fix the reasonable attorney fees to be taxed as costs in such suit

XVI.
MODIFICATION:

This lease contains the entire agreement between the LESSOR and LESSEE. This lease and
the tef!11S hereof may be altered or modified only by the same being reduced to writing, signed by the
parties:'specifica1ly stating that it modifies said lease in the respects therein stated, and that it is to be
attached to and shall become a part of this lease.. No such change may be affected by act or conduct,
or in any manner other than above stated.
XVII.

FIRE:
IT IS FURTIIER AGREED that in the event said Premises shall become untenantable by
reason of fire or other casualty, this LEASE shall terminate immediately.
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XIIL
POSSESSION SURRENDERED:
At the termination of tms lease, whether at the expiration thereof or at the. election of
LESSOR as herein provided, LESSOR shall, at its option, re-enter the Premises and eject the
LESSEE therefrom, and in such case the LESSEE shall give immediate possession of the Leased
Property to the LESSOR, and the LESSOR may maintain an action for possession of said Leased
Property, after the right of re-entry has occurred, without notice.

XIX.
LESSEE'S PROPERTY:
Any property belonging to the LESSEE and subject to removal by it shall be removed not
later than the close of business on the day of the expiration of the full term oftms lease, or within ten
(10) days after the termination of the lease from any other cause. A failure to so remove said property
or any part thereot: as aforesaid, shall entitle LESSOR to remove said property from the premises
without further responsibility therefore.

xx

WAIVER OF SUBROGATIOR
LESSOR and LESSEE each hereby release the other from any and all liability or responsibility
(to the other or anyone claiming through or under them by way of subrogation or othery,rise) for any
loss or damage to property caused by fire or any of the extended coverage perils, even if such fire or
other casualty shall have been caused by the fault or negligence of the other party or anyone for
whom such party may be responsible; provided, however, that this lease shall be applicable and in
force and effect only with respect to loss or damage occurring during such time as the LESSOR'S and
LESSEE'S policy shall contain a clause or endorsement to the effect that any such release shall not
adversely effect or impair said policies or prejudice the right of the releaser to recover thereunder
LESSOR and LESSEE each agree that its policies will include such a clause or endorsement

BINDING ON HEIRS:
This lease shall be binding upon the heirs, successors, personal representatives and assignees
of the parties hereto, PROVIDED that the provisions oftms paragraph shall not be construed to
authorize any assignment hereinabove prohibited.
IN WITNESS WHEREOF, the parties have hereunto set their hands and seals the day and
year first above written.
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LESSOR:

LESSEE:

STATE OF IDAHO )
: ss.
County of Nez Perce )
, 1996, before me a Notary Public in and for the State of
On this .£:>rd day of S 4. \.L.t
Idaho, p~sonally appeared Ii~~~ S?icklehtnown or identified to me to be the ~f~~~t.?f :he
corporatton that executed the above iJfrtiment, and acknowledged to me that such corporation
executed the same.

ed my official seal the day

Notary Public in and for the tate ofIdaho,
residing at Lewiston
My Commission Expires:
-5 D

.3/1 U.

STATEOFIDAHO )
: ss.
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County of Nez Perce)
On this -:::::i3~<;> day of S ~ , 19?6, before me a Notary Public in and for the State of
personally appeared ~ __ -;[;. __i!..9Jlf;"; known or identified to me to be the
Ili c£- Pre.;)"; kif
of the corporation that executed the above instrument, and acknowledged
to me that such corporation executed the same.
Idaho,

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal the day
and year first above written.

STATE OF IDAHO
County

OfNez~
On this
'a:a

)

~/

) ss

.

of _ _ _ _ _ _ _ _ _ _ 19_~ be/reme, a Notary PUbliC,
in and for the State ofIdaho, rsonally appeared -------:;7L~------------'.
known or identified to me to be tIi
-l5ed to the within instrument, and
acknowledged to me that he execut

writt/

IN WITNESS WHEREOF I have her
and year first above

(SEY

to set my hand and affixed my official seal the day

Notary Public in and for ~ ~tate of
Idaho; residing at Lewiston,~rein,
My commission expires:
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EXHIBIT
G

SERIES A PREFERRED SHAREHOLDER AGREEMENT

THIS SERIES A PREFERRED SHAREHOLDER AGREEMENT ("Agreement") is
made and entered into this 1st day ofJuly 1996, by and among AlA SERVICES CORPORATION,
an Idaho corporation ("Company"), REED J. TAYLOR ("Creditor) and DONNA J. TAYLOR
("Series A Preferred Shareholder").
RECITALS:
A.

Series A Preferred Shareholder is the owner of all of Company's issued and

outstanding Series A Preferred Stock. Company is redeeming that stock pursuant to (i) Company's
articles of incorporation and (ii) that certain letter agreement among the parties hereto and Cumer
L Green ("Green") dated January 11, 1995, as amended by (a) that certain letter from Green to
Richard A Riley ("Riley") dated March 22, 1995, (b) that certain letter agreement among the parties,
Green and Richard W. Campanaro dated July 18, 1995, and (c) that certain letter from Green to Riley
dated August 10, 1995 (collectively, the "Series A Preferred Shareholder Letter Agreements")
Pursuant to the Letter Agreements, Company has reamortized its redemption obligation to Series A
Preferred Shareholder over a shorter period and has increased the rate of interest paid to Series A
Preferred Shareholder in exchange of waiver by Series A Preferred Shareholder of alleged defaults
by Company and other consideration.
B.

Pursuant to that certain Stock Redemption Agreement between Company and

Creditor dated July 22, 1995, as amended by that certain Addendum to Stock Redemption Agreement
also dated July 22, 1995 (together, the "Stock Redemption Agreement") and related agreements
including (without limitation) a Stock Pledge Agreement(the "Stock Pledge Agreement") and a
Security Agreement (the "Security Agreement"), each dated July 22, 1995, granting a security interest
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in certain collateral to secure payment of the $6M Note, all of Creditor's shares of common stock of
Company were redeemed.
C.

As part consideration of the redemption of Creditor's common stock, Company: (i)

executed a promissory note dated July 22, 1995 payable to Creditor in the principal amount of
$1,500,000 (the "Down Payment Note") and Oi) executed a promissory note dated August 1, 1995
payable to Creditor in the principal amount of$6,OOO,000 (the "$6M Note").

D.

Simultaneously with the redemption of Creditor's common stock, the Company

reorganized by selling 150,000 shares of Series C Preferred Stock for $1.5 million, contributing that
$1.5 million to the Company's wholly-owned insurance subsidiary, The Universe Life Insurance
Company ("ULlC tt ), and distributing ULIC's stock of its subsidiary, AlA Insurance, Inc. to the
Company ("Reorganization").

E.

In connection with the redemption of Creditor's common stock and Company's

reorganization, the parties entered into the Letter Agreement dated July 18, 1995 which, among other
things, imposed certain restrictions on Company's payment of interest and principal to Creditor.
F.

Concurrent with the execution of this Agreement, Company and Creditor have entered

into that certain Stock Redemption Restructure Agreement (the "Restructure Agreement ") pursuant
to which Company's obligations to Creditor under the Stock Redemption Agreement and related
agreements ha','e been restructured (the "Restructure").
G.

As a part of the Restructure, Company and Creditor have agreed to amend and restate

the Down Payment Note (as amended pursuant to the Restructure, the "Amended Down Payment
Note"), the Security Agreement and the Stock Pledge Agreement.

H.

In consideration of Company's willingness to accelerate principal payments to Series

A Preferred Shareholder on its redemption of the Series A Preferred Stock, the Series A Preferred
Shareholder is willing to release Company and Creditor from certain of those interest and principal
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payment restrictions contained in the Letter Agreements and to release Company from any and all
defuults under Company's Articles of Incorporation or the Letter Agreements, and to consent to the
restructure of Company's obligations to pay principal and interest to Creditor pursuant to the terms
of the Amended Down Payment Note as provided therein and in the Restructure Agreement.
AGREEMENTS
1.

Series A Preferred Stock Redemption
(a)

Company will continue monthly payments to Series A Preferred Shareholder

in accordance with a ten year amortization (from the date redemption commenced) at prime rate plus

1,14% pursuant to paragraph 1 of the January 11, 1995 Letter Agreement.
(b)

In addition to (and without affecting the amount of) the regular amortized

payment, Company will accelerate payment of principal by paying Series A Preferred Shareholder
$100,000 at the end of each six-month period beginning at the end of the six-month period
commencing upon full payment to Creditor of the Amended Down Payment Note.
(c)

Series A Preferred Shareholder will be entitled to accelerate the total

redemption obligation with respect to the Series A Preferred Stock upon lapse of thirty (30) days
after default by Company in payment when due of principal or interest on such obligation, unless
Company shall have cured such default within such 30-day period.
2.

Consent to Amended Down Payment Note, $6M Note and Security Therefor. Series

A Preferred Shareholder hereby consents to (i) Company's payment of its obligations to Creditor in
accordance with the terms of the Amended Down Payment Note and the Restructure Agreement; (ii)
Company's payment to Creditor of its obligations to Creditor in accordance with the terms of the
$6M Note, subject however to the subordination provisions of Section 3 hereof; (iii) the grant of
security interests in the Commission Collateral and Pledged Shares to secure payment of the two
notes; and (iv) the possible future pledge of bonds pursuant to Section lOaf the Amended Stock
AFFIDAVIT OF JOHN TAYLOR IN SUPPORT OF MOTION FOR RECONSIDERATION
FOR CERTIFICATION
FOR INTERLOCUTORY APPEAL

SD\Iffi2'L~~.EE1:IE~TI){~,3REQUEST

fiJ37

Pledge Agreement and the release of security interest in part or all of the Pledged Shares and the
Commission Collateral.
3.

Subordination of Certain Principal Payments to Creditor. Payment of principal to

Creditor on the $6M Note (whether at maturity or at any earlier time in accordance with any right
of prepayment) shall be subordinated to payment in full of Company's obligation to redeem the Series
A Preferred Stock. Company shall not pay any principal on the $6M Note until the Series A
Preferred Stock is completely redeemed (provided, however, that this limitation shall not preclude
Company from exercising any contractual or equitable right of offset against the principal of the $6M
Note).
4.

Unconditional Release. Series A Preferred Shareholder releases Company and its

subsidiaries, their respective directors, officers, shareholders, employees, affiliates and other agents
in their official capacities, from all claims arising prior to the date hereofincluding, without limitation:
(i)

the assertion of purported dissenter's rights in connection with certain

transactions between ULIC and The Centennial Life Insurance Company;
(ii)

all claims against Company which are the subject of the various pleadings filed

on behalf of Series A Preferred Shareholder in her divorce action against Creditor in Case No. 51087
filed in Nez Perce County, Idaho;
(iii)

any breach of Company's articles of incorporation or the terms or conditions

of any of the Letter Agreements;
(iv)

any and all claims arising in connection with the Restructure, including

(without limitation) any dissenter's rights in connection therewith; and
(v)

any acts or omissions by Company, its subsidiaries, affiliates, shareholders,

directors, officers, employees or other agents.
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5.

Agreement to Forbear. Notwithstanding the foregoing release, Series A Preferred

Shareholder's rights and protection under Company's articles of incorporation shall be preserved;
provided, however, that so long as Company has not failed to pay principal or interest for redemption
of the Series A Preferred Stock hereunder when due or within the thirty-day cure period provided
by Section I (c) hereof, Series A Preferred Shareholder agrees to forbear from alleging any default
under Company's articles of incorporation and further agrees to forbear from exercising or attempting
to exercise any remedy for such default, whether arising from the terms of the articles of
incorporation or under legal or equitable principles .
6

Estoppel Certificate. Series A Preferred Shareholder acknowledges that, to date,

Company has (i) paid $384,010 of prinCipal of its obligation to redeem the Series A Preferred Stock
and (ii) has redeemed 38,401 shares of the 200,000 shares of Series A Preferred Stock originally
issued to Series A Preferred Shareholder; and Series A Preferred Shareholder further acknowledges
that (iii) the unpaid principal balance of Company's obligation to redeem the Series A Preferred Stock
is $1,615,990 and (iv) 161,599 shares of Series A Preferred Stock remain outstanding.
7

Representations and Warranties. Series A Preferred Shareholder represents and

warrants to Company and to Creditor as follows.
(a)

Series A Preferred Shareholder owns beneficially and of record all of the

outstanding Series A Preferred Stock, free and clear of all pledges, liens, encumbrances, security
interests, equities, claims, options or other limitations on Series A Preferred Shareholder's ability to
transfer such shares to Company upon payment of the redemption price

Series A Preferred

Shareholder has full right, title and interest in and to the Series A Preferred Stock, and the legal
capacity and authority to execute, deliver and perform this Agreement and the Restructure Agreement
and to consummate the transactions contemplated hereby and thereby.
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(b)

Company and Creditor have advised Series A Preferred Shareholder to consult

legal and other professional counsel in connection with this Agreement and the Restructure
Agreement and has had the opportunity to do so. Series A Preferred Shareholder has consulted such
attorneys, accountants, family members and other advisors as she has deemed necessary or desirable
to assist her in reviewing this Agreement and the Restructure Agreement and in determining whether
it is in her best interests to execute and deliver them. Series A Preferred Shareholder has read and
understands the terms and conditions of this Agreement and the Restructure Agreement, as well as
the Letter Agreements which are being superseded and replaced by this Agreement and the
Restructure Agreement. Series A Preferred Shareholder acknowledges that she has had no contact
with Company or any of its directors, officers, legal counsel or other agents concerning this
Agreement or the Restructure Agreement; that this Agreement and the Restructure Agreement have
been drafted by counsel for Company and reviewed by counsel for Creditor; and that neither
Company, Creditor nor their respective counsel have represented Series A Preferred Shareholder in
connection herewith or therewith. Series A Preferred Shareholder acknowledges that her execution
and delivery of this Agreement and the Restructure Agreement have not been obtained by fraud,
duress, undue influence, coercion, breach of fiduciary relationship or breach of relationship of
confidence and trust; and Series A Preferred Shareholder hereby indemnifies Company against any
and all claims that her execution and delivery of this Agreement or the Restructure Agreement was
obtained by any such means.
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8.

General Terms.
(a)

All capitalized terms not otherwise defined herein shall have the meanings

assigned in the Restructure Agreement
(b)

This Agreement supersedes any replaces the Letter Agreements in their

entirety. The Letter Agreements shall hereafter have no further force or effect
(c)

All notices, requests, demands and other communications which are required

to be or may be given under this Agreement shall be in writing and shall be deemed to have been duly
given when delivered in person or transmitted by telex., facsimile, cable or telegram, or by certified
or registered first class mail, postage prepaid, return receipt requested, to the respective parties as
follows:

If to Company, to:

AIA Services Corporation
PO. Box 538
One Lewis Clark Plaza
Lewiston ID 83501
Attention John Taylor

With a copy to

Eberle, Berlin, Kading, Turnbow &
McKlveen, Chartered
PO. Box 1368
Boise ID 83701-1368
Attention: Richard A. Riley

rfto Creditor to:

Reed 1. Taylor
PO. Box 1165
Lewiston ID 83501

With a copy to:

Caimcross & Hempelmann
70th Floor, Columbia Center
701 Fifth Avenue
Seattle WA 98104-7016
Attention: W. Frank Taylor

Ifto Series A Preferred
Shareholder, to:

Donna J. Taylor

do ~ d

Tar:.bc

P. 6;0 %0,(

S'-fJ>
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or to such other address as any party may have furnished to the others in writing in accordance
herewith, except that notices of change of address shall be effective only upon receipt. Company's
payments of its redemption obligation to Series A Preferred Shareholder shall be delivered to Series
A Preferred Shareholder at her notice address as provided above.
(d)

This Agreement and the other Restructure Agreement contain the complete

and final expression of the entire agreement of the parties concerning Company's redemption of the
Series A Preferred Stock No provision of this Agreement may be amended, modified, waived, or
supplemented, except by a writing signed by all parties to this Agreement.
( e)

This Agreement shall be governed by, and construed in accordance with, the

laws of the State ofJdaho, v.~thout giving effect to any provisions or principles regarding conflict of
laws.

(f)

Headings used herein are for convenience only and shall not in any way affect

the construction of, or be taken into consideration in interpreting, this Agreement
(g)

Each provision of this Agreement is interdependent with and inseparable from

every other provision hereof; and each covenant herein is given in consideration of every other
covenant herein. Ifany provision of this Agreement is invalid, illegal, unenforceable or inapplicable
to any person or circumstance to which it is intended to be applicable, in whole or in part, this entire
Agreement shall be void.
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EFFECTIVE as of the date first set forth above.
COMPANY:

AlA SERVICES CORPORATION

CREDITOR:

SERIES A PREFERRED
SH.AREHOLDER:

DONNA TAYLOR

LL<o-4~
APPROVED:

By _____________________
- - - for Series A
Preferred Shareholder

.f
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EXHIBIT

B

SERIES A PREFERRED SHAREHOLDER AGREEMENT

TIDS SERIES A PREFERRED SHAREHOLDER AGREEMENT ("Agreement") is
made and entered into this 1st day ofJuly 1996, by and among AIA SERVICES CORPORATION,
an Idaho corporation ("Company"), REED J. TAYLOR ("Creditor) and DONNA J. TAYLOR

,"
("Series A Preferred Shareholder").
RECITALS:

A.

Series A Preferred Shareholder is the owner of all of Company's issued and

outstanding Series A Preferred Stock. Company is redeeming that stock pursuant to (i) Company's
articles of incorporation and (ii) that certain letter agreement among the parties hereto and Cumer
L Green ("Green") dated January 11, 1995, as amended by (a) that certain letter from Green to
Richard A Riley ("Riley") dated March 22, 1995, (b) that certain letter agreement among the parties,
Green and Richard W. Campanaro dated July 18, 1995, and (c) that certain letter from Green to Riley
dated August 10, 1995 (collectiveiy, the "Series A Preferred Shareholder Letter Agreements")
Pursuant to the Letter Agreements, Company has reamortized its redemption obligation to Series A
Preferred Shareholder over a shorter period and has increased the rate of interest paid to Series A
Preferred Shareholder in exchange of waiver by Series A Preferred Shareholder of alleged defaults
by Company and other consideration.

B.

Pursuant to that certain Stock Redemption Agreement between Company and

Creditor dated July 22, 1995, as amended by that certain Addendum to Stock Redemption Agreement
also dated July 22, 1995 (together, the "Stock Redemption Agreement") and related agreements
including (without limitation) a Stock Pledge Agreement (the "Stock Pledge Agreement") and a
Security Agreement (the "Security Agreement"), each dated July 22, 1995, granting a security interest
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in certain collateral to secure payment of the $6M Note, all of Creditor's shares of common stock of
Company were redeemed.
C.

As part consideration of the redemption of Creditor's common stock, Company: (i)

executed a promissory note dated July 22, 1995 payable to Creditor in the principal amount of
$1,500,000 (the "Down Payment Note H) and (ii) executed a promissory note dated August 1, 1995
payable to Creditor in the principal amount of $6,000,000 (the "$6M Note").

D.

Simultaneously with the redemption of Creditor's common stock, the Company

reorganized by selling 150,000 shares of Series C Preferred Stock for $1.5 million, contributing that
$1.5 million to the Company's wholly-owned insurance subsidiary, The Universe Life Insurance
Company (HULIC"), and distributing ULIC's stock of its subsidiary, AlA Insurance, Inc. to the
Company ("Reorganization'').
E.

In connection with the redemption of Creditor's common stock and Company's

reorganization, the parties entered into the Letter Agreement dated July 18, 1995 which, among other
things, imposed certain restrictions on Company's payment of interest and principal to Creditor.
F.

Concurrent with the execution of this Agreement, Company and Creditor have entered

into that certain Stock Redemption Restructure Agreement (the "Restructure Agreement") pursuant
to which Company's obligations to Creditor under the Stock Redemption Agreement and related
agreements ha·;e been restructured (the "Restructure"),

G.

As a part of the Restructure, Company and Creditor have agreed to amend and restate

the Down Payment Note (as amended pursuant to the Restructure, the "Amended Down Payment
Note H ), the Security Agreement and the Stock Pledge Agreement.

H.

In consideration of Company's willingness to accelerate principal payments to Series

A Preferred Shareholder on its redemption of the Series A Preferred Stock, the Series A Preferred
Shareholder is willing to release Company and Creditor from certain ofthose interest and principal
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payment restrictions contained in the Letter Agreements and to release Company from any and all
defaults under Company's Articles ofIncorporation or the Letter Agreements, and to consent to the
restructure of Company's obligations to pay principal and interest to Creditor pursuant to the terms
of the Amended Down Payment Note as provided therein and in the Restructure Agreement.
AGREEMENTS
1"

Series A Preferred Stock Redemption.
(a)

Company will continue monthly payments to Series A Preferred Shareholder

in accordance with a ten year amortization (from the date redemption commenced) at prime rate plus

1;4% pursuant to paragraph 1 of the January 11, 1995 Letter Agreement.
(b)

In addition to (and without affecting the amount of) the regular amortized

payment, Company will accelerate payment of principal by paying Series A Preferred Shareholder
$100,000 at the end of each six-month period beginning at the end of the six-month period
commencing upon full payment to Creditor of the Amended Down Payment Note.
(c)

Series A Preferred Shareholder will be entitled to accelerate the total

redemption obligation with respect to the Series A Preferred Stock upon lapse of thirty (3.0) days
after default by Company in payment when due of principal or interest on such obligation, unless
Company shall have cured such default within such 30-day period.
2.

Consent to Amended Down Payment Note, $6M Note and Security Therefor. Series

A Preferred Shareholder hereby consents to (i) Company's payment of its obligations to Creditor in
accordance with the terms of the Amended Down Payment Note and the Restructure Agreement; (ii)
Company's payment to Creditor of its obligations to Creditor in accordance with the terms of the
$6M Note, subject however to the subordination provisions of Section 3 hereof; (iii) the grant of
security interests in the Commission Collateral and Pledged Shares to secure payment of the two
notes; and (iv) the possible future pledge of bonds pursuant to Section 10 of the Amended Stock
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Pledge Agreement and the release of security interest in part or all of the Pledged Shares and the
Commission CollateraL
3.

Subordination of Certain Principal Payments to Creditor. Payment of principal to

Creditor on the $6M Note (whether at maturity or at any earlier time in accordance with any right
of prepayment) shall be subordinated to payment in full of Company's obligation to redeem the Series
A Preferred Stock. Company shall not pay any principal on the $6M Note until the Series A
Preferred Stock is completely redeemed (provided, however, that this limitation shall not preclude
Company from exercising any contractual or equitable right of offset against the principal of the $6M
Note).
4.

Unconditional Release. Series A Preferred Shareholder releases Company and its

subsidiaries, their respective directors, officers, shareholders, employees, affiliates and other agents
in their official capacities, from all claims arising prior to the date hereof including, without limitation:
(i)

the assertion of purported dissenter's rights in connection with certain

transactions between OLIC and The Centennial Life Insurance Company;
(ii)

alI claims against Company which are the subject of the various pleadings filed

on behalf of Series A Preferred Shareholder in her divorce action against Creditor in Case No. 51087
filed in Nez Perce County, Idaho;
(iii)

any breach of Company's articles of incorporation or the terms or conditions

of any of the Letter Agreements;
(iv)

any and all claims arising in connection with the Restructure, including

(without limitation) any dissenter's rights in connection therewith; and
(v)

any acts or omissions by Company, its subsidiaries, affiliates, shareholders,

directors, officers, employees or other agents.
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5.

Agreement to Forbear. Notwithstanding the foregoing release, Series A Preferred

Shareholder's rights and protection under Company's articles of incorporation shall be preserved;
provided, however, that so long as Company has not failed to pay principal or interest for redemption
of the Series A Preferred Stock hereunder when due or within the thirty-day cure period provided
by Section 1(c) hereo£: Series A Preferred Shareholder agrees to forbear from alleging any default
under Company's articles of incorporation and further agrees to forbear from exercising or attempting
to exercise any remedy for such default, whether arising from the terms of the articles of
incorporation or under legal or equitable principles.
6

Estoppel Certificate. Series A Preferred Shareholder acknowledges that, to date,

Company has (i) paid $384,010 of prinCipal of its obligation to redeem the Series A Preferred Stock
and (ii) has redeemed 38,401 shares of the 200,000 shares of Series A Preferred Stock originally
issued to Series A Preferred Shareholder; and Series A Preferred Shareholder further acknowledges
that (iii) the unpaid principal balance of Company's obligation to redeem the Series A Preferred Stock
is $1,615,990 and (iv) 161,599 shares of Series A Preferred Stock remain outstanding,
7

Representations and Warranties. Seri.es A Preferred Shareholder represents and

warrants to Company and to Creditor as follows:
(a)

Series A Preferred Shareholder owns beneficially and of record all of the

outstanding Series A Preferred Stock, free and clear of all pledges, liens, encumbrances, security
interests, equities, claims, options or other limitations on Series A Preferred Shareholder's ability to
transfer such shares to Company upon payment of the redemption price,

Series A Preferred

Shareholder has full right, title and interest in and to the Series A Preferred Stock, and the legal
capacity and authority to execute, deliver and perform this Agreement and the Restructure Agreement
and to consummate the transactions contemplated hereby and thereby.
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(b)

Company and Creditor have advised Series A Preferred Shareholder to consult

legal and other professional counsel in connection with this Agreement and the Restructure
Agreement and has had the opportunity to do so. Series A Preferred Shareholder has consulted such
attorneys, accountants, family members and other advisors as she has deemed necessary or desirable
to assist her in reviewing this Agreement and the Restructure Agreement and in determining whether
it is in her best interests to execute and deliver them. Series A Preferred Shareholder has read and
understands the terms and conditions of this Agreement and the Restructure Agreement, as well as
the Letter Agreements which are being superseded and replaced by this Agreement and the
Restructure Agreement. Series A Preferred Shareholder acknowledges that she has had no contact
with Company or any of its directors, officers, legal counselor other agents concerning this
Agreement or the Restructure Agreement; that this Agreement and the Restructure Agreement have
been drafted by counsel for Company and reviewed by counsel for Creditor; and that neither
Company, Creditor nor their respective counsel have represented Series A Preferred Shareholder in
connection herewith or therewith. Series A Preferred Shareholder acknowledges that her execution
and delivery of this Agreement and the Restructure Agreement have not been obtained by fraud,
duress, undue influence, coercion, breach of fiduciary relationship or breach of relationship of
confidence and trust; and Series A Preferred Shareholder hereby indemnifies Company against any
and all claims that her execution and delivery of this Agreement or the Restructure Agreement was
obtained by any such means.
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8.

General Terms.
(a)

All capitalized terms not otherwise defined herein shall have the mearungs

assigned in the Restructure Agreement.
(b)

This Agreement supersedes any replaces the Letter Agreements in their

entirety. The Letter Agreements shall hereafter have no further force or effect.
(c)

All notices, requests, demands and other commurucations which are required

to be or may be given under this Agreement shall be in writing and shall be deemed to have been duly
given when delivered in person or transmitted by tele~ facsimile, cable or telegram, or by certified
or registered first class mail, postage prepaid, return receipt requested, to the respective parties as
fol1ows~

Ifto Company, to:

AlA Services Corporation
PO Box 538
One Lewis Clark Plaza
Lewiston ID 83501
Attention John Taylor

With a copy to

Eberle, Berlin, Kading, Turnbow &
McKlveen, Chartered
P.O. Box 1368
Boise ID 83701-1368
Attention: Richard A. Riley

Ifto Creditor to:

Reed r Taylor
PO. Box 1165
Lewiston ID 83501

With a copy to:

Cairncross & Hempelmann
70th Floor, Columbia Center
701 Fifth Avenue
Seattle WA 98104-7016
Attention: W. Frank Taylor

Ifto Series A Preferred
Shareholder, to:

Donna r Taylor
clo

-:T& d

P. OK dot

Tar/flC

'Lew/s{<>1l.

$'J\t
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.f'J'Soj
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or to such other address as any party may have furnished to the others in writing in accordance
herewith, except that notices of change of address shall be effective only upon receipt. Company's
payments of its redemption obligation to Series A Preferred Shareholder shall be delivered to Series
A Preferred Shareholder at her notice address as provided above.
(d)

This Agreement and the other Restructure Agreement contain the complete

and final expression of the entire agreement of the parties concerning Company's redemption of the
Series A Preferred Stock. No provision of this Agreement may be amended, modified, waived, or
supplemented, except by a writing signed by all parties to this Agreement
(e)

This Agreement shall be governed by, and construed in accordance with, the

laws of the State ofIdaho, without giving effect to any provisions or principles regarding conflict of
laws.

(f)

Headings used herein are for convenience only and shall not in any way affect

the construction of, or be taken into consideration in interpreting, this Agreement
(g)

Each provision of this Agreement is interdependent with and inseparable from

every other provision hereof; and each covenant herein is given in consideration of every other
covenant herein. If any provision of this Agreement is invalid, illegal, unenforceable or inapplicable
to any person or circumstance to which it is intended to be applicable, in whole or in part, this entire
Agreement shall be void.
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EFFECTIVE as of the date first set forth above.
AlA SERVICES CORPORATION

COMPANY:

CREDITOR:

SERIES A.PREFERRED
SHAREHOLDER:

DONNA TAYLOR

LL,~4~
APPROVED:

By _____________________
- - - - for Series A
Preferred Shareholder

.'

i
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6 8159 AlA INS INC

02/20/2008 WED 9:54 FAX 20

AlA SERVICES, INC.
Donna Taylor Pr9f9rred Reaemption GL.3110
212012008 8:48
as of

(A)
DATE

11212001 $

21212001 $
31212001 $
4~001 $
51212001 $
61212001 $
7/212001 $
81212001 $
9/212001 $
10/212001 $
111212001 $
121212001 $
1/812002 $
211/2002 $
212812002 $
4J1n002 $
51212002 $
513012002 $
712n002 $
611/2002 $
813012002 $
10/212002 $
1013112002 $
1113012002 $
12131/2002 $
1/312003 $
21712003 $
31712003 $
4/4/2003 $
51212003 $
61612003 $
71312003 $
8/1/2003 $
9f612003 $
10/312003 $
111712003 $
121512003 $
1/612004 $
21312004 $
31212004 $
4/112004 $
5/412004 $
6/1n004 $

6/1712004 $

TOTAL '2004

~

24.852.04
24,852.04

(6)
INTEI'lE§'t

$ 6,280.66
$ 6.129.77

(e)

$18,571.38
$18,722.27

3,972.45 $ 3.972.45
4,000.00 $ 4,000.00
3,850.00
4,000.00
4,000.00
4,000.00
4,000.00
4,000.00
4.000.00
4,000.00
4,000.00
4,000.00
4.000.00
4,000.00
4,000.00
4.000.00
4,000.00
4,000.00
4,000.00
4,000.00
4,000.00
4.000.00
4,000.00
4,000.00
4.000.00
4,000.00
4,000.00
4.000.00
4,000.00
4,000.00
4,000.00
4.000.00
6,000.00

9.50%
8.50%
8.50%
8.00%
7.50%
7.00%
6.75%
6.75%
6.50%
8.00%

$754.432.84
$735,710.57
$735,710.57
$735,710.57
$735.110.57
$735,710.57
$735,710.57
$735,710.57
$735,710.57
$735,710.57

$ 2.563.32

5.00%
4.75%
4.75%
4.75%
.4.75%
4.75%
4.75%
4.75%
4.75%
4.75%
4.75%
4.75%
4.75%
4.75%
4.50%
4.50%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%
4.25%

$735,710.57
$735,710.57
$735,710.57
$735.710.57
$735,710.57
$735,710.57
$735.710.57
$735,710.57
$735,710.57
$735.710.57
$735,7.10.57
. $735,710.57
$735.710.57
$735,710.57
$735.710.57
$735,710.57
$'735,710.57
$735.710.57
$735,710.57
$735,710.57
$735,710.57
$735,710.57
$735,710.57
$735,710.57
$735,710,57
$735,710.57
$735.710.57
$735,710.57
$735,710.57
$735,710.57
$735.710.57
$735,710.57
$733,147.25

Acc._

MonthlJ1lnt.

6.129.77
5,211.28
4,939.48
4,661.63
4.378.05
4,246.32
4,270.20
4,135.18
$ 3,837.76
$ 3,517.33
$ . 3,195.56
$ 3,048.43
$ 3,045.26
$ 3,041.48
$ 3.037.69
$ 3,033.88
$ 3,030.06
$ 3.026.22
$ 3,022.36
$ 3,018.49
$ 3,014.61
$ 3,026.54
$ 3,022.69
$ 3,018.82
$ 2,856.25
$ 2.851.96
$ 2,689.46
$ 2,884.81
$ 2.680.16
$ 2,675.48
$ 2,670.79
$ 2.666.08
$ 2,661.36
$ 2,656.1')2
$ 2.651.86
$ 2,647.09
$ 2,642.29
$ 2.637.49
$ 2,632.66
$ 2,627.82
$ 2,622.96
$ 2.618.08
$ 1,306.59
$
$
$
$
$
$
$
$

(E) + (G)

(G)

(F)

(E)
END. BAL

5.50% $735,710.57

$ 3.850.00
$ 4,000.00
$ 4,000.00
$ 4.000.00
$ 4,000.00
$ 4,000.00
$ 4.000.00
$ 4,000.00
$ 4,000.00
$
$ 4,000.00
$ 4,000.00
$ 4,000,00
$ 4,000.00
$ 4,000.00
$ 4.000.00
$ 4,000.00
$ 4,000.00
$ 4.000.00
$ 4,000.00
$ 4,000.00
$ 4,000.00
$ 4,000.00
$ 4.000.00
$ 4.000.00
$ 4,000,00
$ 4,000.00
$ 4.000.00
$ 4,000.00
$ 4,000.00
$ 4,000.00
$ 3,436.68 !Ii 2',563.32

$27.436.68

(0)

~ 1llIll:Bf;aI,.%

$
$

$
$
$
$
$
$

5.211.28
10,150.75
14,812.40
19,190.45
23.436.76
27,706.97
31,842.15

$.31.707.46

$ 31,224.79
$ 34,420.36
$ .33.618.79
$ . 32,664.05
$ 31',705.54
$ '30,743.23
$ 29,777.10
$ 28,801.16
$ 27,833.38
$ 26,855.74
$ 25,874.23
$ 28.888.84
$ 27,915.38
$ 26,938.06
$ 25,956.88
$ 24,813.13
$ .23,665.10
$ 22.354.55
$ 21,039.37
$ 19;719.52
$ 18.395.00
$ 1'7,005.79
$ 15,731.88
$ 14,393.23'
$ 13,049.85
$ 11,701.71
$ 10,348.80
$ 8,a91.09
$ 7,628.58
$ 6.261.24
$ . 4,889.05
$ 3,512.01
$ 2,130.09

$

PI'lfNC.... ACC. INT.

Intoro~t

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$
$
$
$

$
$
$
$

$
$
$
$
$
$

$
$
$

$

735.710.57
740,921.85
745,851.33
750,522.97
754,901.02
759.147.33
763,417.54
767,552.72
767.418.03
766,935.36
770,130.93
769.329.36
768,374.62
767,416.11
766,453.80
765.487.67
764,511.73
763,543.95
762.566.31
761,584.80
764.599.41
763,625.95
762,648.83
761.667.45
760,523.70
759,375.67
758,065.12
756,749.94
755,430.09
754.105.57
752,776.36
751,442.45
750.103.80
748,760.42
747,412.28
746,059.37
744,701.66
743,339.15
741',971.81
740,599.62
739,222.58
737,840.66
733.147.25

Eff.,,;tjve 2Q2004 Use AP t1'Q;'1'~yIQf, Donn... 1/$$ 1;!5t p"ymont In Otr I\. Amort
Schodulo "n..ohod to check. Intereet ChUB e8c./\ quarter

L:lAcctISSMi:eBlSsMceS roOZVDonns 2002.xII!iJ2D04

AFFIDA VIT OF JOHN TAYLOR IN SUPPORT OF MOTION FOR RECONSIDERA TION
AND CLARIFICATION AND, IN THE ALTERNA TIVE, REQUEST FOR CERTIfICA TION
FOR INTERLOCUTORY APPEAL

~ 003/009

02/20/2008 WED 9:55 FAX 208 746 8159 AlA INS INC
---',--Donna TaylorPreferred Redemption'
--'.
---.,

0110212008 Page 1

- - - - - - - - - - - . -...

Compound Period ........ : Hair-month
Nominal Annual Rate .... :
Effective Annual Rate ... :
Peripdic Rate ...............,... :
Daily Rate ....................... :

4.250 %
4.338 %.
0.1771 %
0.01164 %

CASH FLOW DATA
Event

_ _ _ , $tart Date

1 Loan
2 Payment
3 Rate
4 Paynient
5 Rate
6 Payment
7 Rate
'
8 Payment
9 Rate
, 10 Payment
11 Rate
12 Payment
13 Rate
,14 Payment
15 Rate
16 ,Payment
17 Rate
18 Payment
19 Rate
20 Payment
21 Rate
22 Payment
23 Rate '
24 Payment
25 Payment

06/16/2004
07/01/2004
07/01/2004
07/16/2004
10101/2004
10/16/2004
01/01/2005
01/16/2005
04/01/2005
04/16/2005
07/01/2005
07/16/2005
10101/2005
10/16/2005
01/01/2006
0111612006
04/01/2006
04/16/2006
07/01/2006
07/16/2006
10/01/2007
10/115/2007
01/01/2008
01/16/2008
06/16/2012

_ _--'Amount

Number'--'-P=er:..:,.:io::...::d=---_--=E"-'-'nd .1Ji:iJ~

733,147.25
5,000.00

1
1

Half~month

Rate: 4.500 %
6 Half-month 10/01/2004
Compound: Half-month
'Rate: 5.000 %
5,000.00
6 Half-month 01/01/2005
Compound: Half-month
Rate: 5.500 %
5,000.00
6 Half-month 04/01/2005
Compound: Half-month
Rate: 6.000 %
5,000.00,
6 Half-month 07/01/2005
Compound: Half~month
Rate: 6.500 %
5,000.00
6 Half~month ' 10/01/2005
Compound: Half-month
Rate: 7.000 %
5,000.00,
6 Half-month, 01/01/2006
Compound: Half-month
Rate: 7.50'0 %
5,000.00
6 Half-month 04/01/2006
Compound: Half-month
Rate: 8.000 % '
'5,000.00
6 Half-month 07/01/2006
Compound: Half-month
Rate: 8;500 %
5,000.00
30 Half-month 10/01/2007
Compound: Half-month
Rate: 7.750 %
5,000.00
6 Half-month 01/01/2008
Compound: Half-month
Rate:, 7.500 %
5,000.00
106 Half-month 06/01/2012
5,149.71
1

Compound:

,

5,000.00

AMORTIZATION SCHEDULE - Normal Amortization
P~yment

Intere~t

Princjpal

Balance

5,000.00
0.00
07/01/2004 Rate: 4.500 %

1,298.28
0.00

3,701.72
0.00

.733,147.25
729,445.53
729,445.53

Date
Loan 06/16/2004
1 07/01/2004
Rate 07/01/2004

2
3
4
5

Compound: Half-month

07/16/2004
08/01 /2004

5,000.00

1,3q7.71

5,000~00

08/16/2004
09/01/2004

5,000.00
5,000.00

1,360.90
.1,354.08
1,'347.24

3,632.29
3.639.10
3,645.92
3,652.76

725,813.24
722,174.14
718,528.22
714,875.46

AFFIDAVIT OF JOHN TAYLOR IN SUPPORT OF MOTION FOR RECONSIDERATION
AND CLARlFICA TION AND, IN THE ALTERNATIVE, REQUEST FOR CERTIFICA TION
FOR INTERLOCUTORY APPEAL
.

02/20/2008 WED 9:55 FAX 20

~ 004/009

46 8159 AlA INS INC

01/0212008 Page 2
"._-_. - ' - - - ._-_.
.., - - . _ - '
Donna TaylorPreferred Redemption
-'--"--' --- --. . _--."-_._--Balance
,_-=D-=-at~ _ _ _ _ . ~ment
_ _ . Intere~t. __ ., , Principal..,
'

-_

-'---

6 09/16/2004
5,000.00
5,000.00
7 10/01/2004
Rate 10/01/2004
0.00
10/01/2004 Rate: 5.000 %

8 10116/2004
9 11101/2004

10 1111612004
11 12/01/2004
12 1211612004

2004 Totals

5,000.00
5,000.00
5,000.00
5,000.00
5,000.00 ,
60,000.00

13 01/01/2005
5,000.00
Rate 01/01/2005
0.00
01/01/2005 Rate: 5.500 % .

14 01/16/2005
15
16
17
18
19
Rate

20 04/16/2005

21 05/01/2005
22
23
24
25.
Rate

5,000.00

5,000.00
02/01/2005
0211612005
5,000.00
03/01/2005
5,000.00
5,000_00
03/16/2005
04/01/2005
5,000.00
0410112005
0.00
04/01/2005 Rate: 6.000 % '

05/1 612005
06/01/2005
06/16/2005
07101/2005
07101/2005
07101/2005

5,000.00
5,000.00
'
5,000.00
5,000.00
5,000.00
5,000.00
0.00
Rate:. 6.500 %

07/1612005
5,000.00
08/0.1/2005
5,000.00
08/1612005
5,000.00
5,000.00
09/01/2005
09/16/2005
5,000.00
31 10/01/2005
5,000.00
0.00
Rate 10/01/2005
10/01/2005 Rate: 7.000 %
26
27
28'
29
30

32 10/16/2005
33 11101/2005
34 11116/2005
35 12/01/2005
3612116/2005

5,000.00
5,000.00
'5,000.00
5,000.00
5,000.00

1,340.39
1,333.53
0.00

3,659.61
3,'666.47,
0.00

711,215.85
707,549.38
707,549.38

Compound: Half-month

1,474.06
1,466.72
1,459.35
1,451.98
1,444.59
16,698.83 .

3,525.94
3,533.28
3;540.65
3,548.02
.3,555.41
43,301.17

704,023.44
700,490.16
696,949.51
693,401.49
689,846.08

1,437.18
0.00

3,562.82
0.00

686,283.26
686,,283.26

Compound: Half-month

1,572.73
1,564.88
1,557.01
1,549.12
1,541.21
1,533.28
0.00

3,427.27
3,435.12.
3,442.99
3,450.88
3,458.79
3,466.72
0'.00

682,855.99
679,420.87
675,977.88
672,527.00
669,068.21
665,601.49
665,601.49

Compound: Half-month

1;664.00
1,655.66
1,647.30
1,638.92
1,630.52
1,622.0S
0.00

3;336.00
3,344.34
3,352.70
3,361.08
3,369.48
3,377.9t
0.00 .

662,265.49
658,921.15
655,568.45
652,~07.37

648,837.89
645,459.98
645,459.98 .'

Compound: Half-month

1,748.12
1,739.31
1,730.48
1,721.63
1,712.75
1,703.85
0.00

3,251.88
3,260.69
3,269.52
3,278.37
3,287.25
3,296.15
0.00

642,208.10
638,947.41
635,677.89
632,399.52
629,112.27
625,816.12
625,816.12

Compound: Half-month

1,825.30
1,816.04
1,806.7q

1,797.44
1,788.10

3,174.70
622,641.42
3,183.96619,457.46
3,193.25
616,264.21
3,202.56
613,061.65
3,211.90
609,849.75

AFFIDA VIT OF JOHN TAYLOR IN SUPPORT OF MOTION FOR RECONSIDERA nON
AND CLARIFICA nON AND; IN THE AL TERNA nVE, REQUEST FOR CERnFICA nON
FOR INTERLOCUTORY APPEAL

02/20/2008 WED 9:55

@005/009

46 8159 AlA INS INC
0110212008 Page 3 .

Date

2005 Totals
37 01/01/2006

_ _-=-Pa~ym~-,-,-nt=--__
120,000.00
5,000.00

Rate 01/01/2'006
0.00
01/01/2006 Rate: 7.500 %
38
39
40
41
42

01/16/2006
5,000.00
,5,000.00
0210112006
02116/2006
5,000.00
03/01/2006
5,000.00
03/16/2006
5,000.00
43 04/01/2006
5,000.00
Rate 04/01/2006
0.00
04/01/2006 Rate: 8.000 %

44 04/16/2006

45
. 46
47
48,
49
Rate

5,000.00

05/01/2006
5,000.00
05/16/2006
5,000.00
06/01/2006
5,000.00
06/16/2006
5,000.00
07/01/2006
5,000.00
07/01/2006
0.00
07/01/2006 Rate: 8.500 %

50 07/16/2006
51 08/01/2006
, 52 08/16/2006
53 09/01/2006
54 09/16/2006
55 10/01/2006
56 10/16/2006
57 11/0112006
58 11/16/2006

59 12/01/2006
60 1211612006 .

2006 Totals
61 01/01/2007
62 01/16/2007
63 02101/2007
64 02116/2007
65 03/01/2007
66 03/16/2007
67 04/01/2007
68 04/16/2007
69 05/01/2007
70 05/16/2007
71 06/01/2007

.Prlrlcipal
79,996.33

Balance

1,778.73
3,221.27
0.00
0.00
Compound: Half-month

606,628.48
606,628:48

1,895.71
3,104.29
1,886.01
3,113.99
1,876.28
, 3,123.72
1,866.52
3,133.48
1,856.73
3,143.27
1,846.91.
3,153.09
0.00
0.00
Compound: Half-month

603,524.19
600,410.20
597,286.48
594,153.00
591,009.73
587,856.64
587,856.64

1,959.52
3,040.48
1,949.39
3,050.61
1,939.22
3,060.78
1,929.02
3,070.98
, 3,081.22
1,918.78
1,908.51
3,091.49
0.00
0.00
Compound: Half-month

584,816.16
581,765.55
578,704.77
575,633.79
572,552.57
569,461.08
569,461.08

I.nterest

40,003.67

5,000.00
5,000.00
5,000.00
5,000.00
,5,000.00 .
5,000.00
5,000.00'
5,000.00
5,000.00
5,000.00
5,000.00
120,000.00

2,016.84
2,006.28
1,995.67
1,985.03
1,974.35
1,963.64
1,952.89
1,942.09
1,931.26
1,920.39
1,909.49
46,209.26

5,000.00
5,000.00.
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00

1,898.54
1,887.56
1,876.53
1,865.47
1,854.37
1,843.23
1,832.05
1,820.83
1,809.57
1,798.27
1,786.93

2,983.16
2,993.72
3,004.33
3,014.97
3,025.65
3,036.36
3,047.11.
3,057.91
3,068.74
3,079.61
3,090.51
73,790.74

566,477.92
563,484.20
560,479.87
557,464.90
5~4,43S.25

551,402.89
548,355.78
545,297.87
542,229.13
539,149.52
536,059.01

3,101.46
532,957.55
3,112.44
529,845.11
3,123.47
526,721.64
3,134.53
523.587.11 .
3,145.63
520,441.48 .
3,156.77517,284.71
3.167.95
514.116.76
3,179.17
510,937.59
3,190.43 '
507,747.16
3,201.73
504,545.43
3,213.07
501,332.36

AFFIDA VIT OF JOHN TAYLOR IN SUPPORT OF MOTION FOR RECONSIDERATION
AND CLARIFICATION AND, IN THE AL TERNA TIVE, REQUEST FOR CERTIFICA TION
FOR INTERLOCUTORY APPEAL
.

2.fJ~7

02/20/2008 WED 9:56 FAX 2
_.'

~ 006/009

6 8159 AlA INS INC
0110212008 Page 4

.... _ - -

Donna Taylo: Preferred Re~emption
Dat~ ... _ _

Paymel).~t_ __

72
73
74
75
76
77
78
79

06116/2007
5,000.00
07/01/2007
5,000.00
5,000.00 .
07/16/2007
08/01/2007
5,000.00
08/16/2007
5,000.00
09/01/2007
5.000.00
09/16/2007
5,006.00
10/01/2007
'5,000.00
Rate 10101/2007
0.00
10101/2007 Rate: 7.750 %

80
81
82
83
84
2007

10116/2007
11101/2007
11/16/2007
12/01/2007
12/16/2007
Totals

5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
120,000.00

85 01/01/2008

5,000.00
0.00
01/01/2008 Rate: 7.500 %

Rate 01/01/2008

86 0111612008
87 0210112008
88 02116/2008
89 03/0112008
90 03/1.612008
91 04/01/2008
. 92 04/16/2008
93· 05/0112008 .
94 05/16/2.008
95 06/0112008
96 06/16/2008
97 07/01/2008
98 07/16/2008
99 08/01/2008
100 08/16/2008
101 09/01/2008
102 09/16/2008
103 10/01/2008
104 10/16/2008
105 11101/2008
106 11/16/2008
107 1210112008
108 12116/2008
2008 Totals

5,000.00
5,000.00
5,000.00
5,000..00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
. 5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
120,000.00

Interest

Principal

1,775.55
.. 1,764.13
. 1,752.67
1,741.17
1,729.63
1,718.05
1,706.42
1,694.76
0.00

3,224.45
3,23;5.87
3,247.33
3,258.83
3,270.37
3,281.95
3,293:58
3,305.24
0.00

Compound:

Balance

498,107.91 .
494,872.04
491,624.71
488,365.88
485,095.51
481,813.56
478,519.98
. 475,214.74
475,214.74

Half~month

1,534.55
1,523.36
1,512.13
1,500.87
1,489.57
41,716.21
1,478.23
0.00 .

3,465.45
3,476.64
3,487.87
3,499.13
3,510.43
78.283.79

471,749.29
468,272.65
464,784.78
461,285.65
457,775.22

3,521.7.7
0.00

454,253.45
454,253.45

.compound: Half-month

1,419.54
1,408.35
1,397.13
1,385.87
1,374.58
1,363.25
1;351.88
1,340.48
1,329.05 .
1,317.57
1,306.07
1,294.52
1,282.94
1',271.33
1,259.68
1,247.99
1,236.26
1,224.50
1,212.70
1,200.87
1.188.99
1,177.08
1,165.14
31,234.00

3,580.46
3,591.65 .
3,602.87
3,614.13
3,625.42
3,636.75
3,648.12
3,659.52
3,670.95
3,682.43
3,693.93
3.705.48
3,717.06
3,728.67
3,740.32
3,752.01
3,763.74
3.775.50
3,787.30
3,799.13
3,811.01
3,822.92
3,834.86
88,766.00

450,672.99
. 447,081.34
443,478.47
439,864.34
436,238.92
432,602.17
42-8,954.05
425,294.53
421,623.58
417,941.15
414,247.22
41-0;541.74
"406,824.68
403,096.01
399,355.69
395,603.68
391,839.94
388,064.44
384;277.14
380,478.01
376,667.00
372,844.08
369,009.22

109 01/01/2009
.
5,000.00
1153.15
3.84685'
:iFi5162.37
AFFIDAVIT OF JOHN TAYLOR IN SUPPORt OF MOTION FOR RECONSIDERA TrON
.
AND CLARIFICATION AND, IN THE ALTERNATIVE, REQUEST FOR CERTIFICATION
FOR INTERLOCUTORY A P P E A L '
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02/20/2008

WED

9:56 FAX 20

~O07/009

6 8159 AlA INS INC
.. , ..

0110212008 Page 5
~

.~---.

Donna TaylorPr~ferred Redemp~ion
_ _ JJate

In!e.r,l?st
1,141.13
1,129.07
1,116.98
1,104.84
1,092.67
1,080,46
1,068.21
1,055.92
1,043.60
1,031.24
1,018.83
1,006.39
993.91
981.39
968.83
'956.24
943:60
930.92
918.21
905.45
892.66
879.82
866.95
24,280.47

Principal

_...__... Balance

110
111
112
113
114
115
116
117
118
119
120
121
122
123
124
125
126
127
128
129
130
131.
, 132
2009

01/16/2009
02101/2009
02/16/2009
03/0112009
03/16/2009
04/01/2009
04/16/2009
05/01/2009
05/16/2009
06/01 1200~
06116/2009
07/01/2009
07/16/2009
08/01/2009
08116/2009
09/01/2009
09/16/2009
10/01/2009
10/16/2009
11/01/2009
~ 1/16/2009
12101/2009
12/16/2009'
Totals

. "Pay.ment
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5.000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00,
5,'000.00
5,000.00
5,000:00,
5.000.00
5,000.00
120,000.00

133
.134
135
136
,137
138
139
140.
141
142
143
144
145
146
147
148
149
150
151
152
153
154

01/01/2010
01/16/2010
02/01/2010,
02116/2010
03/01/2010
03/16/2010
04/01/2010
04/16/2010
05/01/2010
05/16/2010
06/01/2010
06/16/2010
07/01/2010
07/16/2010
08/01/2010
08/16/2010
09/01/2010
09/16/2010
10/01/2010
10/16/2010
11/01/2010
11/16/2010'

5,000.00
5,000.00
5,000.00
'5,000.00
5.000.00
5',000.00.'
5,000;00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5.000.00
5.,000.00
5,000.00
5,000.00

155

1j/~M~8}H OF JOHN fAQ9EoqflIN SUPPOR-f~~'~~nON Fo~~8~SIDERA1J~~81.63

._ .. -

854.03
841.07
828.08
815.04
801.96
788.84
775.68
762.48
749.24
735.96
722.63
709.26
695.86
682.41 '
668.91
655.38
641.80
628.18
614.52
600.82
587.07
573.28

3,858.87
3,870.93
3,883.02
3,895.16
3,907.33
3,919.54
3,931.79
3,944.08
3,956.40
3,968.76
3,981.17
3,993.61
4,006.09
4,018.61
4,031.17'
4,043.76
4,056.40
4,069.08
' 4,081.79 "
4,094.55 '
4,107.34 '
4,120.18
4,133.05,
95,719.53
4,145.97
4,158.93
4,171.92
4,'184.96 .
" 4,198.04 '
4,211.16
4,224.32
4,237.52
4,250.76
4,264.04
4,277.37
4,290.74
4.304.14
4,317.59
4,331.09
4,344.62
4,358.20
4,37-1.82
4,385.48
4,399.18
4,412.93
4,426.72

361,303.50
357,432.57
353.549.55
349,654.39
' 345}47.06
341,827.52
337,895.73
333.951.65
329,995.25
326.026.49
322,045.32. '
318,051.71
314,045.62 '
310,027.01
305,995.84
3.01,952.08
297",895.68
293.826.60
289,744.81
285,650.26
281,542.92
277,422.74
273,289.69

,"
..

269,143.72
264,984;.79
260,812.87
256.627.91
252,429.87
' 248,218.71
243,994.39
239,756.87
235,506.11
231,242.07
226,964.70
222,673.96
218,369.82
214,052.23
209,721.14
,205,37q.52
201,018.32
196,646.50
192,261.02
187,861.84
183,448:91
179,022.19
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Donna Taylor Preferred Redemption
Dat~

Payment _

._--_ ..
Int.~re.st

PrjnQip~l

545.57
16,837.51

4,454.43
103,162.49

156 12116/2010
2010 Totals

5,000.00
120,000.00

157
158
'159
160

01/01/2011
01/16/2011
02101/2011
02/16/2011
161 03/01/2011
162 03/16/2011
163 04/01/2011
164 04/16/2011
165 05/01/2011
166 05/16/2011
167 06/01/2011
168 06116/2011
169 07/01/2011
170.07/1612011
171 08/01/2011
172 08/16/2011
173 09/01/2011
174 09/16/2011
175 10/01/2011
176 10/1612011
177 11/01/2011
178 11/16/2011
179 1.2/01/2011
180 12116/2011
2011 Totals

5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00 ,
5,000.00
5,000.00
5,000.00
5,000.00
9,000.00
: 5,000.00
' 5,000.00
5,000.06
5,000.00
5,000.00
5,000.00
5,000,00
120,000.00

181 01/01/20~2
182 01/16/2012
183 02101/2012
184 02116/2012'
185 03/01/2012
186 03/16/2012
187 04/01/2012
188 04/16/2012
189 05/01/2012
190 05/16/2012
191 06/01/2012
192 .06/16/2012
2012 Totals

5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
5,000.00
?,149.71
60,149.71

184.20
169.15
154.05
138.91
123.72
108.48
93.19
77.86
62.48
47.05
31.57
16.04
1,206.70

4,815.80
4,830.85
4,845.95
. 4,861.09
4,876.28
4,891.52
4,906.81
4,922.14
,4.937.52
4,952.95
4,968.43
5,133.67
58,943.01

960,149.71.

227,002.46

733,147.25

Grand Totals

531.65
517.68
503.68
489.63,
475.53
. 461.39
447.21
432.98
418.71
404.39
390.03
375.63,
361.17
346.68
332.14
317.55
302.92 '
288.24
273.51
258.74
243.93 .
229.06
214.16
199.20
8,815.81

4,468.35
,4,482.32
4,496.32
4,510.37
4,524.47
4,538.61
4,552.79'
4,567.02
4,581.29
4,595.61
4,609:97 .
4,624.37
4,638.83
4,653.32
4,667.86
4,682-.45
4,697.08
4,711.76
4,7~6.49

' 4,741.26
4,756.07
4,770.94
' 4,785.84
4,800.80
111,184.19

,

Bal~l)~e. ___

170,127.20
165,658.85
1$1,176.53 ,
156,680.21
152,169.84
147,645.37
143,106.76
138,553.97
133',986.95
129,405.,66
124,810.05
120,200.08
115.5'7!5.71
110,936.88
106.283.56
101,615.70
96,933.25,
92,236.17
87.524.41
82,797.92
78,056.66
73,300.59
68,529.65
63,743.81
58,943.01
54,127.21
49,296.36
44,450.41
39,589.32
34,713:04
29,821.52
24,914.71
19,992.57
15,055.05
10.102.10
5,133.67
0.00
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, 20GS-02-02

2005-03-22
2005-05-03
/.005-06-30
2005-08-09
7.005-09-20
2005-11-01

5.50
5.75
6.00

6.25
6.50

6.75
7.00

200~-12-13

7.25
2006-01-31 . 7.50
2006-03-28
7.75
2006-05-10
B.OO
2006-06-29
8.25
2007-09-18
7.75
2007-10-:31
7.50
2007-12-11
7.25
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SUBORDINATION AGREEMENT
'This Subordination Agreement ("Agreement") is entered into as of December 1, 2006, by
and between Donna J. Taylor, a single person ("Donna") and Reed 1. Taylor, a single person
("Reed"). Reed and Donna are hereinafter referred to individually as a "Party" and/or collectively
as the "Parties."
NOW, THEREFORE, in consideration of the mutual promises contained in this
Agreement, the sufficiency of which is acknowledged as sufficient, fuIl and complete
consideration for this Agreement, the Parties agree as follows:
1. Subordination. Donna agrees to unconditionally and irrevocably subordinate all
amounts and obligations owed to her under the Series A Preferred Shareholder Agreement
between AlA Services Corporation ("AlA Services"), Donna and Reed dated July I, 1996
(including any modifications thereto, if applicable) to be junior to all payments (including
principal and interest), obligations, rights and/or remedies owed to Reed by AlA Services, ALA
Insurance, Inc. ("AlA Insurance") and/or any other person or entity. The effect of this Agreement
shall be to make all obligations and/or amounts owed to Donna Taylor by AIA Services
Corporation, AlA Insurance, R. John Taylor and any other person or entity subordinate and
junior to all amounts and obligations owed to Reed by the foregoing persons and entities under
the agreements identified in Section 2. Reed shall be entitled to collect all amounts owed to him
before Donna's Preferred A Shares of AIA Services are redeemed or any further payments are
made to Donna. The effect of this Agreement shall be to permit Reed to collect, litigate, obtain
judgment, andlor enforce any and all rights and remedies which relate in any way to the $6
Million Promissory Note, plus all accrued interest, costs, expenses, and attorneys' fees owed to
Reed through the various agreements set forth in Section 2 below. This Agreement may result in
Reed obtaining payment, assets, and/or judgments which represent some or all of the amounts
owed to him, while Donna's rights will be junior and inferior to Reed. Donna authorizes Reed to
provide copies of this Agreement to any person, entity or court as Reed may unilaterally elect in
his sole discretion.
2. Agreements Affected by Donna's Subordination. Donna expressly subordinates all
amounts, rights, obligations, and remedies owed to her in favor of (and junior to) Reed J. Taylor
under the following agreements (including all claims, remedies, rights under such agreements):
(a) $6 Million Promissory Note between Reed and AlA Services Corporation ("AIA Services")
dated August 1, 1995; (b) Stock Redemption Restructure Agreement between Reed, Donna and
AIA Services dated July 1, 1996; (c) Amended and Restated Stock Pledge Agreement between
AlA Services and Reed dated July 1, 1996; (d) Amended and Restated Security Agreement
between AlA Services, ALA Insurance, Tnc., and Reed dated July 1, 1996; and (e) Letter between
Reed, R. John Taylor, and Donna dated February 27, 2001; (f) Series A Preferred Shareholder
Agreement between AlA Services, Donna and Reed dated July 1, 1996; and (g) any other
agreement, contract or promise of any kind or nature.
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3. No Waiver of AlA Services Corporation's Defaults. The Parties acknowledge and
agree that the execution of this Agreement shall not constitute either Party's waiver of ALA
Service's defaults on payments due to Donna. This Agreement simply subordinates all amounts
and obligations due to Donna under the Series A Preferred Shareholder Agreement in favor of
amounts and obligations owed to Reed.
4. No Waiver of Personal Indebtedness. The Parties agree that this Agreement shall
not waive, modify or extinguish any personal indebtedness which may be owed by R. John
Taylor or Connie Taylor to either Party for any debt, claim or cause of action.
5. Voluntary Execution. In executing this Agreement, the Parties acknowledge that
they have either consulted with an attorney prior to executing this Agreement or have elected to
enter into this Agreement without consulting an attorney. The Parties acknowledge that they
have executed this Agreement only after careful independent investigation, voluntarily and
without fraud, duress or undue influence. The Parties expressly waive any and all defenses
which may be later alleged or pled relating to lack of or failure of consideration. The Parties
expressly agree that their mutual promises are adequate and more than sufficient consideration
for this Agreement.
6. Right, Power and Authority. The Parties warrant to each other that they have the
right, power and authority to execute and enter into this Agreement. Donna represents that she
has not assigned her rights to any payments or other rights in the Series A Preferred Shareholder
Agreement to any person or entity.
7. Effect. This Agreement shall be binding upon and inure to the benefit of each Party to
this Agreement, together with hislher agents, spouses, heirs, executors, administrators,
successors, and all persons now or hereafter holding or having all or any part of the interest of a
Party to this Agreement. If any dispute, conflict, or question arises between the Parties regarding
any interpretation of this Agreement andlor the law, the Parties agree that the terms, conditions,
and obligations created under this Agreement shall not be construed andlor interpreted against
the drafting party.
8. Applicable Law. The Parties agree that this Agreement shall be interpreted under the
laws of the State ofIdaho and venue of any dispute shall be in Nez Perce County, Idaho.
9. Counterparts and Facsimile or Scanned Transmission. This Agreement may be
executed in counterparts, each of which shall be deemed an original instrument. Facsimile or
scanned transmissions of any signed original document, or transmission of any signed facsimile
or scanned document, shall be the same as delivery of an executed original. At the request of any
of a Party, the Parties shall confirm facsimile transmission signatures by signing and delivering
an original document. The Parties may execute duplicate originals of the Agreement.
10. Assignment. Reed may assign this Agreement andlor any rights under this Agreement
without Donna's consent.

11. Further Assurances. Donna and Reed agree to execute any and all further docwnents,
pleadings, agreements and the like necessary to carry out the terms and intent of this Agreement.

The Parties hereby execute this Agreement as of the date indicated above.

DonnaJ. Tay
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AlA Insurance, Inc.
111 Main Street
..
P.O. Box 538
Lewiston, 10 83501-0538
(208) 799-9000 FAX (208) 746-8159

May 27,2004

Donna Taylor
3730 Nicklaus Drive
Clarkston, W A 99403
Dear Donna:
Sorry I was unable to respond to you earlier regarding your M';l4 letter. Thank you for
your reminder letter this week. I was out of town from the 10 through the 21 st of May
for meetings and for Jordan's graduation.
One of the reasons I have been out of town so much the last month is that we were
meeting with various individuals to add to our capital so AIA can redirect its efforts from
health insurance to crop insurance. As you know, health insurance has been very difficult
for us to continue marketing since Trustmark cut us off in 2001. We have been working
on the crop insurance since then and have been quite successful in securing an agency
agreement with Crop1 Insurance of Des Moines, Iowa. We will begin marketing for
them this summer.
In addition, we have been meeting with investment bankers and others to raise the capital
for CropUSA, our crop insurance company. We are finalizing those efforts.
In addition, we have finally received a new health insurance carrier, Empire Fire &
Marine, so we will also be able so start marking a new HSA health insurance program
with the crop insurance program.
I have enclosed a copy of financial statements for AlA Services, AIA Insurance and
Crop USA for the year ending December 31, 2003. We, of course, are continuing to
minimize our costs at AIA to get CropUSA off the ground and to maintain payments to
you and Reed, while keeping a skeletal staff. The payments to you for the redemption of
your preferred stock of AlA Services is guaranteed by the commissions of AlA. At this
time, they are still adequate to make those payments over a period of time. However, we
cannot make the entire payment requested.

~liINm
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If it is alright with you, we will begin to increase your payments in June and will increase
them again as soon as CropUSA is funded. We believe we can move it up to the $20,000
per month range at the time CropUSA's funding is complete later this summer.
I will also tell you that I have made sure that no principal payments or additional interest
payments have been made to Reed during this period of reorganization. You may not
know, but Reed also took a 65% cut in his monthly payment for these last several years
so that we would have enough cash flow to get this reorganized.
I am very positive that things will work out and I assure you that I am more than anxious
to retire all of your preferred stock, but also to payoff Reed so that the companies will
not be constrained in the future by this indebtedness. Jud is involved in the process, so he
will be providing you with a copy of the Private Placement Memorandum as soon as it is
printed.
Again, thank you for your patience. I hope to get this totally paid off over the next two
and a half years. Thank you very much.

AFFIDA VIT OF JOHN TAYLOR IN SUPPORT OF MOTION FOR RECONSIDERATION
AND CLARIFICATION AND, IN THE ALTERNATIVE, REQUEST FOR CERTIFICATION
FOR INTERLOCUTORY APPEAL

02121/08

13: 14

A I A LEGAL

'3'208 799 9172

~

·1
.

@OO2/009

American Select
INSURANCE MANAGEMENT
CORPORATION

MASTER MARKETING ORGANIZATION COMMISSION SUPPLEMENT
Master Marketing Organization Commission arid Fee Schedule
This supplement to the Producer Agreement, dated
July 26
, 20 ~ heretofore
entered into by the parties, shall supplement the terms of said Agreement and any supplement thereto. For the
first 36 months, for the purpose of determining commissions, commissionable premium will include the original
major medical premium and all subsequent age band and renewal rate increases. Starting in the 37th month and
thereafter, commissionable premium will not include any new age band or new renewal rate increases. All premium loads or rate-ups due to physical or health conditions, hazardous or unusual occupations, non-standard
rates, processing fees, billing fees, administrative fees or association dues are excluded. Unless inconsistent with
state law, the Corporation or Company may deduct all renewal licensing fees from your commission account as
they become due, unless you have requested in writing that the payment for the fee be handled in another manner.
In the event of any inconsistency or conflict between this Supplement and the Agreement and any supplements
thereto, this supplement shall control. In all other events, the said Agreement and supplements shall be fully binding.

Schedule of Commissions
Individual and Association Group Plans
Underwritten by·Empire Fire and Marine Insurance Company
Percentage Of
Cdrnmissionable Premium
Plans
The American Select $aver One $5,000,000 Major Medical (LC-I)

Policy Years

1-3
22%

Riders: Supplemental Accident, 24 Hour Occupational Coverage

4-5

6+

9%

5%

Same as base plan(s)
~
30%

The American Select Short Term Major Medical (AS-I)

All of these plans may not be available to you for sale in your state.

Applications submitted on the above listed plans or policies shall be subject to the commission schedule on and
after the date shown below. Commissions shown above shall be reduced by any torrunission(s) / service £ee(s) paid
to agents recruited by the Master Marketing Organization. To maintain this level requires a minimum production
of $1,250,000 Issued Annualized Premium* (IAP) or you will move to the next lower level (20%) on new business
issued from that point forward. All production will be monitored twice each year.
Executed on the ~ day of .o: J.o;:.ul:.J.v_ _ _ _ _

---I,

20..QL.

American Select Insurance Management Corporation

Effective Date:_O_7.;../2_6_/2_0_0_4_ _ _ _ __

x JAY TAYLOR

By Dave Ward

Master Marketing Organization Signature

07/26/2004
Date

'For computing Issued Annualized Premium to meet your minimum production requirement, each 4 Short Tenn plans = $1000 of LAP.
AdminislraliDt Osedlist-Home OffiCE Use Only
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American Select

. INSURANCE MANAGEMENT
CORPORATION

Producer Agreement

This Appointment and Agreement is made by and between American Select Insurance Management Corporation
("Corporation") and you ("Producer").
A) limitation of Authority. That, subject to the requirements and provisions of the Agreement, said Producer is hereby
appointed to represent said Corporation in soliciting applications for Life and Health insurance and for annuities for the
Insurance Company(s) ("Company") listed on the attached schedule of commission subject to the terms and conditions
herein contained, and in collecting and promptly remitting to the Corporation or the Company (or its designated
administrator) the initial premiums for insurance upon policies issued upon such applications, and in transacting such
other business for the Corporation as may be required in connection with such insurance. Producer shall not have
authority to make, alter, vary, or discharge any agreement or extend the time payment of premiums; or to waive or
extend any obligation or condition; or to take premiums other than current funds; or to incur any liability on behalf of the
Corporation or said Company; or to knowingly deliver in any manner whatsoever any policy of insurance to any applicant
or insured who is not in good health and insurable at the time of delivery; or to receive any money due or to become due
said Company except under policies or receipts sent him/her for collection. The Producer shall be deemed to be an
independent contractor and nothing herein shall be construed to create the relationship of employer and employee.
Producer hereby accepts the appointment and agrees in consideration of the commission(s) hereinafter provided to
comply fully with the conditions and terms herein described and such other rules and instructions that may be applied or
heretofore established by the Corporation or by said Company.
8) Contracting of Sub-Agents. Producer may contract sub-agents to solicit business on behalf of the Corpciration and
Company by executing a sub-agent Producer Agreement fumished by Corporation for such purpose and forwarding such
Agreements to Corporation for its approval. No such appointment shall be effective until such sub-agent is properly
licensed by the appropriate jurisdictional authority(ies}. Producer shall be responsible for the recruitment, training and
supervision of his/her SUb-agents. Producer may terminate his/her sub-agents appointments by forwarding immediately
to Corporation all notice of termination. Producer shall be obligated to terminate the appointment of any sub-agent when
requested to do so by Corporation or Company. .
C) . Compensation. Producer agrees that the first year and renewal commission(s) payable under the provisions hereof .
shall be accepted as full and total compensation for his or tier services and for all right, title and interest in the business
placed by him/her hereunder. It is further agreed that this Agreement is not in effect until signed by an officer of the
Corporation.
D) Assignment. No assignment, transfer or disposal of any interest thal Producer may have in the appointment or business
secured by him/her thereunder shall be made without the written consent of the Corporation.
E) Fiduciary Responsibility. Producer will be responsible to the Corporation for all policies and other documents entrusted
to him/her, and he/she agrees to retum same to the Corporation or said Company upon demand, all policies or renewal
receipts sent him/her on which premiums have not been paid; and all monies collected by him/her under the terms of this
Agreement shall constitute a trust fund, separate and distinct from his/her other funds and not subject in any manner
whatsoever to personal or other use by him/her; and such monies shall be immediately remitted to the Corporation or
Company as requested.
F) Territory. Producer is authorized to operate under the terms of this Agreement in the territory designated by the
Corporation which is not exclusively assigned. It is further agreed that the Corporation or Company may retire from any
territory, and' may, at its discretion, discontinue or withdraw any forms of policies from the Producer In any territory
without prejudice to the right of the Corporation or Company to continue said forms in any other territory.
G) Indemnification. Producer shall indemnify and hold Corporation and Company harmless from any and all expenses,

. .. ASIMC-PAJBA-02/04
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costs, attomey's fees, causes of action, damages resulting in whole or in part, from any unauthorized act personally
committed or from any unauthorized act of a sub-agent which was recruited by or assigned to him/her.
H) Correspondence a.nd Reports. Producer agrees to remit any and all reports and to send all applications and
correspondence to the office of the Corporation unless otherwise instructed in writing by the Corporation. Producer and
hislher affiliates also agree to accept by facsimile, electronic mail and/or any other method of communication at any
number or address currently on file and any number or address subsequently obtained by Corporation from Producer aI/
correspondence, including materials containing commercial advertisements, from Corporation and any of its affiliates.
I}

Commission(s). Producer shall, subject to all the terms and conditions of this Agreement, receive as full and total
compensation the attached schedule of commission(s) (which is hereby made part of this Agreement) on the first and
renewal years cash premiums, which shall be obtained, collected, paid and accepted by the Company. No commission
will be payable on premiums paid in advance until one month after the due date of the respective premium(s) so paid in
advance and then only if the policy is in force and effect. Renewal commission(s) shall be payable monthly under the
conditions recited in this Agreement and are in consideration of Producer keeping full and complete record{s) of his/her
business and assisting the Corporation in the renewal of policies written under this Agreement. Producer shall not be
entitled to renewal commission(s) on premiums waived or paid by the Company under the disability provisions of any
policy or upon any more than one years premium or installment thereof which, instead of being paid in cash, are charged
to the Automatic Premium Loan provisions of any policy. In the event the Company ceases to remit commissions to the
Corporation (for any reason whatsoever), on business produced under this Agreement, no further commission(s) will be
payable. Should the Corporation sever its relationship with the Company, all future earned commission(s) payable to
Producer under this Agreement will be made directly by the Company.

J)

Overwriting Allowance. The overwriting allowance on first year and renewal commission of the Producer on business
personally produced or produced by sub-agents appointed by him/her or assigned to him/her will be the difference
between the first year commission or renewal commission payable to a sub-agent. Producer is responsible for any debit
balance of a sub-agent recruited by or assigned to Producer in which he/she received an overwriting credit or allowance.
Producer is deemed to have assigned and pledged all commissions and other monies due himlher by Corporation to the
extent necessary to satisfy any such indebtedness.

K) Premium Refund. Should the Corporation or Company find it necessary to return the premium or any portion thereof on
a policy for any cause, Producer agrees to return to the Corporation or said Company, on demand, any and. all
commissions received on said premium and further agrees not to withhold any funds, policies or receipts belonging to
the Company or due a person whose application for insurance has been declined.
Vesting of Commissions. Renewal commission(s) shall be immediately vested and payable as provided in the
attached schedule(s) (except for termination of Agreement for cause), subject to the provisions of this Agreement
and the attached schedule(s) as long as the Pr.oducer complies with all of the terms and conditions thereof.

L) 1.

2.

Vesting of Commissions After Termination of Agreement. Renewal commission(s) shall continue to be paid as
provided in the attached schedule(s) (except for termination of Agreement for cause), subject to the provisions of this
Agreement and the attached schedule(s) as long as, the Producer complies with all of the terms and conditions
thereof, and the total commission payable Is at least $120 during the first or subsequent 12 month period(s)
commencing on the date of termination. In the event that, after the termination of the Agreement, the total
commission(s) payable during any of the aforementioned 12 month periods is less than $120, no further
commissions or other compensation will be earned or paid.

3. In the event of death ofthe Producer (excepting in case the Producer is a partnership) at a time when commission(s)
are payable hereunder, then all commissions accrued or thereafter to accrue in accordance with the provisions
hereof shall be paid to the surviving spouse of Producer, if any, and upon his/her death, to the estate; if Producer
dies leaving no surviving spouse, such commissions shall be payable to the estate of Producer.
M) Indebtedness. The Corporation or said Company shall have the right to deduct from commissions payable to Producer
hereunder any indebtedness due at any time from Producer to the Corporation or said Company. It is expressly
understood and agreed that such indebtedness represents a personal obligation, and recovery of such indebtedness
shall not be limited to commissions earned by Producer. Unless inconsistent with state law, the Corporation or Company
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may deduct all renewal licensing fees from the Producer's commission account as they become due unless Producer
has requested in writing that the payment for the fee be handled in another manner.
N) Advertising. The Corporation or Company may, at our discretion, furnish Producer with supplies of sales aids. Producer
shall have no power or authority to, and hereby agrees not to, issue or circulate any advertising material, including web
site or internet, circular or pamphlet relating to the Cbrporation or Company or to any of our policies unless in advance
the Corporation has given written approval to use such material.. Furthermore, Producer shall comply with all current
and subsequently paS$ed federal and state laws regarding the dissemination of advertising, including, but not limited to,
laws and regulations regarding facsimiles, telephones and electronic mail.
0) Forfeiture. Producer agrees not to withhold any funds or property of the C9rporation or Company and further agrees not
to rebate or offer to rebate all or any part of the premium on a policy of insurance (unless expressly permitted by state
statutes) issued or to be Issued by the Company and further agrees not to induce or endeavor tei induce any policyholder
of the Company to discontinue the payment of premiums or to relinquish "any policy or to induce or endeavor to induce
any other person conducting business with the Corporation or Company to leave the service thereof or violate any
insurance law of the state of which Producer may be conducting the business of insurance, and in the event of the
violation of any said Agreements, at any time. the same shall immediately operate as a breach of this Agreement and
Producer shall forfeit any and all commissions, fees or other benefits of this Agreement that might have been payable
otherwise.
P) Rele;;tse of Liability. Producer agrees that this Agreement is executed subject to the right of the Corporation or
Company to revise the schedule of commission(s)at any time or to discontinue any plan of insurance or annuity. It is
further agreed that any change in the commission will pertain only
new business written subsequent to the date of
change.

to

Q) Termination of Agreement. This Agreement may"be terminated: 1) By either party upon 10 day written notice and
mailed to the last known address; 2) If the license to solicit insurance or annuity business on behalf of the Company
expires or is terminated, this Agreement automatically terminates and Producer shall have no further authority to operate
hereunder unless and until such license shall have been renewed or reinstated, whereupon this Agreement shall be
restored to the same status it sustained prior to such termination; 3) Immediately by the Corporation for cause; cause
shall mean misappropriation of funds, willful fraud, subjecting the Corporation or Company to regulatory fines, penalties,
suspensions or revocations of licenses, violation of any criminal or insurance law or the material breach of the terms of
this Agreement by the Producer. Termination for cause will result in the immediate forfeiture of any and all daims of the
Agreement. 4) Upon terminatiol1 of the Corporation's Agreement with the Company or withdrawal from the above
territory, this Agreement shall not terminate but shall continue in force and effect with said Company substituted as
Corporation thereunder until Company has appointed a successor to the original Corporation, whereupon such
successor shall be substituted as Corporation hereunder.
Upon termination, Producer shall have thirty days to remit in cash (on all accounts due under this Agreement) to the
Corporation" and shall retum to the Corporation all rate books or other supplies that may be the property of the
Corporation or the Company. Notice of termination or other communications may be delivered in person by telegram,
courier services or by mail deposited in the U.S. Mail to Producer at his/her last known address.
R) Modification of Agreement. Corporation has the right to unilaterally modify commission schedules prospectively.
Corporation also has the right to modify this Agreement due to legislative and/or other requirements. All modifications
shall become effective upon the date listed in the modification or upon the date such modification is mailed to the last
knoWn address of Producer, whichever is most recent.
S) Business Associate~ Confidentiality of Protected Health and Non-Public Personal Information. Producer shall
protect the prlvacy of PHI and NPI, as defined below.
1. Definitions.
a.
b.

uCovered Entity" means the insurer(s) for whom corporation manages coverage.
"Disclose or Disclosure: means the release, transfer, provision of access to, or divulging in any other manner
of information outside the entity holding the information.
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c.
d.

e.

f.
g.
h.
i.
Terms
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A I A LEGAL

"Individual" shall have the same meaning as in 45 C.F.R. § 164.501 and shall include a persona who
qualifies as a personal representative in accordance with 45 C.R.F. § 164.502(g).
"Individually identifiable health· information" is health information, including demographic information,
collected from an individual, that:
i.
Is created or received by a health care provider, health plan, employer, or health care clearinghouse;
ii.
Relates to the past, present, or future physical or mental health or condition of an individual; the
provision of health care to an individual; or the past, present, or future payment for the provision of
health care to an individual; and
.
iii.
Either identifies the individual or with respect to which there is a reasonable basis to believe the
information can be used to identify the individual.
"Privacy Rule" shall mean the Standards for Privacy of Individually Identifiable Health Information at 45
C.F.R. Part 160 and part 164, Subparts A and E.
"Protected health fnformation" ("PHI") shall have the same meaning as used in 45 C.F.R. § 164.501, limited
to the information created or received by Producer from or on behalf of Covered Entity or Corporation.
"Non-public Personal Information" ("NPI") shall have the same meaning as used in 15 U.S.CA § 6809(4).
"Required By law" shall have the same meaning as the term "required by law" in 45 C.F.R. § 164.501.
"Secretary" shall mean the Secretary of the Department of Health and Human Services or his designee.
used, but not defined, shall have the same meaning as given in the Privacy Rule.

2.

General Obligations and Activities of Producer. Producer shall not use or disclose PHI or NPI other than as
permitted or required by this agreement or as required by law. Producer may use or disclose PHI or NPI only to
the extent minimally necessary to perform the specific services or duties for which Producer is retained. Use or
disclosure by Producer may not violate the Privacy Rule if the same use or disclosure would be made by the
Covered Entity. Producer may use PHI received or created by Producer if necessary for proper management
and administration of Producer's business or to carry out Producer's legal responsibilities.

3.

Other Obligations. At all times Producer agrees:
a.
b.
c.
d.
e.
f.

g.
h.
i.
j.
k.

I.

Not to use or disclose PHI or NPI for any purpose other than to perform the services for which Producer has
been engaged by Corporation or as required by law;
To use appropriate safeguards to prevent the use or disclosure of PHI or NPI other than as provided for by
this agreement;
.
To use or disclose only the minimum PHI or NPI necessary in the performance of Producer's services;
To mitigate, to the extent practicable, any harmful effect that is known by Producer of a use or disclosure of
PHI in violation of this agreement;
To report to .Corporation any use or disclosure of PHI or NPI not in accordance with this agreement of which
Producer becomes aware;
To ensure that any subcontractor to whom Producer provides PHI or NPI agrees to the same restrictions and
conditions that apply to Producer;
To provide Corporation access, at its request, to any PHI received, created or obtained by Producer in order
to allow Corporation to meet contractual requirements to the Covered Entity or as otherwise required by law;
To make any amendments to PHI that the Covered Entity or Corporation directs or agrees to at the request
of the Covered Entity or individual;
To document such disclosures of PHI and related information as would be required of Covered Entity in
order to respond to an accounting of disclosures to an individual under the Privacy Rule;
To provide to Corporation the information necessary in order for Corporation or the Covered Entity to provide
an.accounting of the PHI in accordance with the Privacy Rule;
Not to use or disclose PHI or NPI for any marketing purposes, whether done by Producer or any other
person or entity; and
To make Producer's intemal practices, books, and records relating to the use and disclosure of PHI available
to the Secretary for purposes of the Secretary determining Covered Entity's compliance with the Privacy
Rule

4. Termination of the Producer Agreement. The terms of this provision of the Producer Agreement shall
continue until aU of the PHI or NPI provided by Corporation to Producer, or created or received by Producer in
performing Producer's services under the Producer Agreement is destroyed or returned to Corporation, or, if it is

ASIMC-P AJBA-02/04
AFFIDA VIT OF JOHN TAYLOR IN SUPPORT OF MOTION FOR RECONSIDERATION
AND CLARlFICATION AND, IN THE ALTERNATIVE, REQUEST FOR CERTIFICATION
FOR INTERLOCUTORY APPEAL

Zt;1/

13:18

02/21/08

infeasible to return or destroy PHI or NPI, protections are extended to such information, In accordance with the
termination provisions below.
5.

Termination. Upon Corporation's knowledge of a material breach of the terms of this paragraph (S),
Corporation may:
a.

b.

6,

Terminate the Producer Agreement and any other agreements between Corporation and Producer if
Producer does not cure the breach or end the violation within the time specified in a written notice from
Corporation; or
Immediately terminate the Producer Agreement and any other agreement· between Corporation and
Producer if cure by Producer is not possible. '

Obligations upon Termination of the Producer Agreement. Upon written notice from Corporation to
Producer that Corporation is terminating the Producer Agreement, Producer shall either destroy or return all PHI
or NPI that Producer has received from Corporation or that Producer created in performing its services under the
Producer Agreement. Producer shall retain no copies of such PHI or NPI.
If Producer determines that retuming or destroying the PHI or NPI provided to Producer by Corporation is
infeasible, Producer shall extend the protections of this agreement to, and comply with its obligations under this
agreement regarding the PHI or NPI and not make any further use or disclosure of the PHI or NPI, so long as
Producer maintains such PHI or NPI. Producer shall provide written notice to Corporation of the conditions that
, make retum or destruction of the PHI or NPI infeasible.

7.

Indemnification. Producer agrees to indemnify and hold harmless Corporation and Covered Entity from and
against claims, damages, losses, costs and expenses, including but not limited to attomey's fees, arising out of
or resulting from Producer's or Producer's subcontractor's acts or omissions in protecting the privacy of PHI or
NPI or from Producer's breach of terms of this provision, or from the acts of anyone directly or indirectly'
employed by them or whose:acts in relation to PHI or NPI they may be liable.

8.

Effect of Amendment. Any ambiguity in paragraph S shall be construed so that the meaning is 'consistent with,
the requirements ofthe Privacy Rule.

T) Entire Agreement. The entire Agreement between the Producer and Corporation is set out herein. This Agreement
terminates by mutual consent any and all previous Agreements whether they be written or oral. If any portion or prOVision
of this Agreement shall be held void or unenforceable, the remaining portions and ,provisions of this Agreement shall
remain in effect. This Agreement shall become effective as of the date of receipt by the Corporation and when signed by
the Producer and an authorized officer of the Corporation. This Agreement shall be construed in accordance with the
laws of the State of Florida.
U). Survival of Obligations. Paragraphs A. E, G, L, and S shall survive the termination of this agreement.
A photocopy or fax of this Producer Agreement shall be as valid as the original.
IN WITNESS WHEREOF; the parties have executed this Agreement on the day and year stated below.
ACCEPTED:

07/26/2004

X JAYTAYLOR
Producer

Date

APPROVED BY: AMERICAN SELECT INSURANCE MANAGEMENT CORPORATION

07/26/2004

X Dave Ward
Authorized Officer

Title

Date
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American Select
IIHUiAHCE MM(AC£M£N'r
c;ORfORAriON
1

MASTER MARKETING ORGANIZATION COMl\1ISSION SUPPLEMENT
Master Marketing Organization Commission and Fee Schedule
This supplement to th~ Producer Agreement. dated
,20 - - . . . J heretofore
entered into by the parties, shan supplement the terms of said Agreement and any sttpplemcnt thereto. For the
purpose of c;letemtining commissions, coJruIUsslonabJe premium will include the original major medical premium
and all subsequent age band inacases. AD premium loads or r<rll!-u.ps due to physical or health cOnditions, hazardous or Unusual occupations, non-5tandard raleS,. I1'!rlewal rate increases.. processing fees. hilling lees, adrninisttative
fees or association dues are excluded. Unless inconsistent with state law, the Corporation or Company may dedu~t
all renewal licensing fees £rom your commission account as they become due... unless you have requ~ted in writing
t:h.nt the. payment for the lee be h.;utdled in another manner. In the event of any inconsistency or conflict between this
Supplement and the Agreement and any supplements thereto, I:hi.-; supplement shall controL In all other events, the
said Agreement and supplements shAll be fully binding.·
i
'
\

.

SCheduleofCoDmrrll~ons
.
1
IndMdwil and As,socialiIJn Gr.oup Plans
UndertliriUm by 'Empirt: Fire IUld Marint: InsuT'lV'tCf! Company

Percentage Of
Cpmmis.o:iQDabJe ITmllYm

Plans

Fol.icy Yenr.;

The Al1i.erican Select Ultimate Choice n $5,000,,000 Major Medical (AS-I)
The American Select Health Logic $5,000,000 Major Medical (AS-l)
The Amcrican Select HealthNext $2,.000,000 Major Medicl (AS-l)
Riders: Supplemental Accident. Rx Copay Drug Car.d, 24 Hour
Occupational Coverage.. Initial 12 MQnth Rate.Guarantee
The American Select Short Term Major Medical (.AS-l)

;xccu.red on the _

1

2

3-5

6+

30%

10%
10%

9%

5%

9%
9%
10%
30%
.Same as basc phm(s)
30%

5%

5%

30%

day of _ _- - - - - - - " 20__
EifectivcDate: _ _- - - - - - -

By__-------------------~---Da~

~,£~<---'"
t/ \
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SETTLEMENT AGREEMENT AND RELEASE

Part I: Parties
'"

This Settlement Agreement (the "Agr~ement!l) is entered into by and between the
Agricultural Trusts listed in Schedule 1, on their own behalf and on behalf of their members
who are Certificate Holders as defined below C'Trusts''), the National Organization of Life
and Health Insurance Guaranty Associations ("NOLHGA") on behalf of the Participating
Associations listed in Schedule 2 that have not Opted Out of the Agreement pursuant to the
Opt Out Process, The Honorable William W.

Deal, Idaho Insurance Director, or his

designee (the "Liquidator") on behalf of the Trustee of The Universe Life Insurance
Company Liquidating Trust and the Liquidator/Rehabilitator of The Universe Life Insurance
Company, and AlA Insurance, Inc. ("AlA'') (Trusts, NOLHGA, Liquidator, and AlA shall be
referred to collectively as the "Parties" or individually as a "Party'') through their authorized
representatives.

Part II: Preamble

As a preamble to this Agreement, the Parties agree to the following:

A. The Trusts were established by agriculturally related associations to purchase master
policies of insurance from The Universe Life Insurance Company C'Universe''), and the
Trusts are the group policyholders of such policies. Association members who elected
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to purchase insurance coverage under a master policy ("Certificate Holders") were
issued certificates of insurance evidencing coverage under the respective master
policies issued by Universe to the respective Trusts. The policies permit the Trusts to
act for the Certificate Holders, and the Trusts are authorized to execute this Agreement
on behalf of each of the Certificate Holders.

B. AlA was the third party administrator for all of Universe's claims, the administrator and
underwriter of all of Universe's policies, and the administrator of the Trusts. As such,
AlA was the administrator with respect to the master poliCies issued by Universe to the
Trusts, administered claims submitted by individual Certificate Holders, and maintained
records with respect to the master poliCies and the Certificate Holders.

C. Liquidator is the statutorily appOinted liquidator of the Universe Liquidation Estate
("Estate") pursuant to Idaho Insurance Code section 41-3318, is granted full powers to
deal with the property and business of Universe as Liquidator believes to be in the best
interest of the Estate, and is authorized to execute this Agreement pursuant to Idaho
Insurance Code section 41-3321.

D. NOLHGA is a voluntary association of its members and is organized as a corporation. .
Its members consist of life and health insurance guaranty associations established by
the laws of all the states, Washington D.C. and Puerto Rico and include all of the
Participating Associations identified on Schedule 2. One of NOLHGA's primary functions
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to make unified administration available to its member guaranty associations in a single
transaction, and NOLHGA is authorized to execute this Agreement on behalf of the
associations as specified in its Bylaws and its rules and procedures.

E. Certain of NOLHGA's member state life and health insurance guaranty associations have
or may have obligations, pursuant to their respective governing laws and subject to
statutory conditions and limitations on coverage and applicability, to assure the
payment of the contractual obligations of Universe or to provide benefits or coverages
to certain of the policyholders, contract holders, certificate holders, insureds, or
beneficiaries of Universe under such policies, contracts, and certificates of life, accident,
and health insurance.

F. On March 5, 1996, the Fourth Judicial District Court of Ada County, Idaho (the "Court")
placed Universe, an Idaho insurance company, into rehabilitation.

G. As part of the Plan of Rehabilitation, the group health insurance policies issued by
Universe were cancelled and the receiver of Universe paid out to Certificate Holders all
claims for vested supplemental benefit account ("SBA'') and universal benefit ("UB")
benefits claimed by Certificate Holders and the balance of the SBA benefits after
application of a surrender charge.
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H. On December 4, 1998, the Court entered an Order placing Universe into liquidation (the
"Liquidation Order"), in Case No. CV OC 9601126D, styled as In the Matter of the

Liquidation of The Universe Life Insurance Company.

I. Upon entry of the Liquidation Order, Universe had in force certain policies, contracts,
and certificates of life, accident, and health insurance and certain unpaid obligations.

J. The Trusts contended that there were certain unpaid benefits outstanding with respect
to the US benefits and SSA benefits under the group health poliCies issued to the Trusts
and they filed thirteen proofs of claim with the Liquidator relating to these claims.

K. In 2002, Liquidator denied certain claims filed by the Trusts relating to the US benefits
and SSA benefits under the group health poliCies. In 2003, the final contested Trusts
claim was also denied and the Trusts appealed the decision of Liquidator to the Court.
The Court ultimately granted Liquidator's motion for partial summary judgment
regarding Liquidator's ruling on the Trusts' claims.

L. In 2004, the Trusts filed a motion to have the summary judgment order certified for
appeal, and the Trusts' appeal of the summary judgment was ultimately allowed to
proceed.

M. In December 2006, Liquidator entered into a settlement agreement resolving all issues
between the Liquidator, AlA, and one of AlA's affiliates: AlA Services, Inc. That
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agreement generally provides for the two AlA entities and Liquidator to mutually
relinquish all claims against each other. As a result, ther'e are no other outstanding
claims pending and unresolved in the Universe estate except the claims of the Trusts
and the guaranty associations

N. In March 2007, the Idaho Supreme Court upheld in part and reversed in part the
summary judgment decision of the Court and instructed the Court to enter an order
consistent with the Supreme Court's decision with respect to the denial of the Trusts'
claims by Liquidator. The Court upheld the decision of the trial court that the Trusts
and the certificate holders did not have a valid claim with respect to UB benefits under
certain of the group health policies. No party has requested reconsideration of the
ruling with respect to the UB benefits and, therefore, that decision of the Supreme
Court is a final order.

The Supreme Court also ruled that the Trusts and their

Certificate Holders had valid claims against the Estate for surrender charges that were
applied to the SBA benefits when the policies were cancelled as part of the Plan of
Rehabilitation. That ruling potentially increased the Trusts' claims against the Estate,
but left open several issues regarding the ruling and the validity of the potential claim
amounts. The Liquidator requested reconsideration of this portion of the Supreme
Court's order and the request for reconsideration is still pending before the Supreme
Court. The Trusts' lawsuit is the last remaining litigation with respect to the Estate, and
is preventing Liquidator from making final distributions from the Estate.
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O. Neither the Trusts nor the Certificate Holders have submitted any claims to the
Participating Associations for the SBA benefits and the Participating Associations have
questioned whether claims for such benefits are covered by the applicable state
guaranty association statutes and whether such claims are time barred.

P. The total assets of the Estate are currently estimated to be approximately five million
four hundred thousand dollars ($5,400,000.00).

Q. The Parties disagree as to the validity, ultimate amount, and priority of the various
claims asserted against the Estate.

R. The Parties disagree as to the validity of the Trusts' claim, on behalf of the Certificate
Holders, for additional SBA benefits.

S. To avoid the delay, uncertainty, inconvenience, and expense of continued litigation of
these claims, and as a result of a mutual desire to settle their disputes and effect a final
distribution from the Estate, the Parties have reached a full and final settlement as set
forth in this Agreement.

T. This Agreement does not constitute an admission of fault or liability by any Party, but it
is intended to fully and finally settle any and all outstanding disputed claims between
the Trusts, Certificate Holders, Liquidator, and Participating Associations so that the
Universe liquidation proceeding can be brought to a close.
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U. Each Party represents to all of the other Parties that no interest in any claim released in
this Agreement has been assigned by them to any third party.

Part III: Terms and Conditions
NOW, THEREFORE, in consideration of the mutual promises, covenants, and
obligations set forth below, and for good and valuable consideration as stated herein, the
Parties agree as follows:

1. Incorporation of Preamble. The foregoing Preamble is incorporated herein.

2. Payment to the Trusts.

(a) As full and final payment of all claims by the Trusts on their own behalf and on
behalf of Certificate Holders, and all claims by all Certificate Holders, against the
Estate, NOLHGA, and any and all Participating Associations arising out of or in any
way related to any policy issued by Universe, the Parties agree that the Estate will,
subject to satisfaction of the conditions precedent set forth in Section 7 of this
Agreement, pay to AlA on behalf of the Trusts and the Certificate Holders, two
million four hundred thousand dollars ($2,400,000.00) (the "Trusts Payment''), of
which seventy five thousand ($75,000.00) (the "Escrow Payment'') will be held back
for a one year period as provided in paragraph 3, below.
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(b) AlA shall be solely responsible to allocate and distribute the Trusts Payment to each
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Certificate Holder. Prior to such allocation and distribution, AlA shall be entitled to
retain from the Trusts Payment, as payment by the Trusts and the Certificate
Holders for it efforts in pursuing the claims against the Estate and to reimburse the
attorneys and third parties who represented the Trusts and Certificate Holders in
connection

with

the

prosecution

of

such

claims,

the

amount

of

$_ _ _ _ _ _ _ _ (the "AlA Retention''). The Escrow Payment described in
paragraph 3 shall be withheld from the AlA Retention.

(c) AlA's allocation of the Trusts Payment shall occur as follows:

i. The Trusts Payment, less the AlA Retention, shall be initially allocated to each of
the Trusts in the amounts set forth in Schedule 1 (the "Individual Trust
Allocations").

ii. Subject to the immediately following subparagraph, each Individual Trust
Allocation shall then be further allocated to each Certificate Holder of the
respective Trusts in an amount equal to the proportion their benefits under the
applicable Trust's master policy bears to the aggregate of all of the Certificate
Holders' benefits under that Trust's master policy as set forth in Schedule lA
("Certificate Holder Allocations"). For example, if a Certificate Holder's benefits
under a master policy issued to a Trust is equal to one percent of all of the
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benefits available to Certificate Holders under that master policy, that Certificate
Holder would be allocated one percent of that Trust's Individual Trust Allocation.
Such amount will then be multiplied by the Distribution Percentage, which shall
be a ratio equal to $2.4 million divided by the sum of the Certificate Holder Initial
Claim Amounts, to determine the Certificate Holder Initial Distribution Amount.

iii. Each Certificate Holder that (a) does not at the time the Trusts Payment is made
have a then-current and in force policy that was produced or is administered by
AlA, and (b) is entitled to receive an Initial Distribution Amount of less than five
dollars ($5.00) under the allocation methodology described in the immediately
preceding subparagraph, shall be deemed to be a "Deminimis Certificate
Holder."

AlA shall not remit any portion of any Certificate Holder Initial

Distribution Amount to Deminimis Certificate Holders, but rather all amounts that
would otherwise be allocated to Deminimis Certificate Holders shall be reallocated to the remaining Certificate Holders of the applicable Universe master
policy in the same manner as described in the immediately preceding
subparagraph to determine the Certificate Holder Reallocated Distribution.

iv. AlA shall make reasonable efforts to locate each of the Certificate Holders for
distribution of the Certificate Holder Allocations, such efforts to include checking
its own records, contacting the Trustees of the Trusts for updated contact
information of Certificate Holders, and other commercially reasonable methods
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of locating missing individuals. AlA shall provide a written report to NOLHGA,

the Liquidator, and the Court concerning its efforts to locate current addresses
for the Certificate Holders.

Such written report shall (a) indicate which

Certificate Holders have been located by AlA, (b) indicate which Certificate
Holders have not been located, and (c) provide the last known address of any
Certificate Holders who have not been located. If AlA is unable to locate any
Certificate Holder(s), the Certificate Holder Allocation applicable to each such
Certificate Holder shall escheat to the state pursuant to the laws of the state of
the last known address of each such Certificate Holder or, if such state has no
escheat laws, pursuant to the escheat laws of the State of Idaho.

(d) AlA's allocation to Certificate Holders, or failure to make such allocation, shall not
increase or decrease the Trusts Payment.

(e) Upon payment of the Trusts Payment by the Estate, the Trusts agree on their own
behalf and on behalf of their Certificate Holders that they will not make any
additional claims upon NOLHGA or any of the PartiCipating Associations for any
benefits under any policy issued by Universe, and that such payment by the Estate
constitutes full satisfaction of all policy obligations to the Trusts and to the
Certificate Holders under any Universe policies issued to the Trusts.
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3. Escrow Payment. The Parties agree that the Estate will, subject to satisfaction of the
conditions precedent set forth in Section 7 of this Agreement, pay the Escrow Amount
to an independent third party escrow agent selected by Liquidator (''Trustee''). The
Escrow Amount shall be retained by the Trustee and released to NOLHGA and any
Participating Association only to reimburse NOLHGA or any Participating Association for
any claims for SBA benefits submitted to a Participating Association by or on behalf of a
Certificate Holder and for response and/or defense costs incurred by NOLHGA or any
Participating Association in the event any Certificate Holder(s) sue or otherwise make
claims against any Participating Association with respect to any policy issued by
Universe to any Trust. Withdrawals from the funds held in escrow may be made by
NOLHGA or any Participating Association at any time and from time to time, without
prior notice to AlA, the Trusts, Liquidator, or any Certificate Holder subject only to
written notice to the Trustee accompanied by evidence of payment of a Certificate
Holder claim for SBA benefits or evidence of payment of response and/or defense costs
by NOLHGA or any Participating Association. No other statement or document need be
presented by NOLHGA or any Participating Association in order to withdraw assets,
except that NOLHGA or any Participating Association shall be required by the Trustee to
acknowledge receipt of withdrawn assets. Any Escrow Amounts that have not been
requested in writing by, or remitted to, NOLHGA or any Participating Association within
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one (1) year of the effective date of this Agreement shall be remitted to AlA as part of
the AlA Retention.

4. Payment to NOLHGA. As full and final payment of all claims by NOLHGA and each
Participating Association against the Estate ariSing out of any policy issued by Universe
to the Trusts, the Parties agree that the Estate will, subject to satisfaction of the
conditions precedent set forth in Section 7 of this Agreement, pay to NOLHGA for
distribution to the Participating Associations all remaining assets in the Estate after the
Trusts Payment is transferred to AlA on behalf of the Trusts and the Certificate Holders
as described in the preceding Section 2(a). The allocation of the amounts distributed to
NOLHGA to and among the PartiCipating Associations shall be at the discretion of the
NOLHGA Universe Life Task Force.

5. Representation and Warranty by Trusts. Each Trust represents and warrants that it has
the authority to settle claims on behalf of all Certificate Holders insured under poliCies
issued by Universe to that Trust, and therefore to bind Certificate Holders to the terms
of this Agreement, and that they do so by their respective representative's signature on
this Agreement.

6. Representation and Warranty by NOLHGA. NOLHGA represents and warrants that it
has the authority to bind to the terms of this Agreement all PartiCipating Associations
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that have not Opted Out of the Agreement[ and that it does so by its representative's
Settlement Proposal subject to all applicable

signature on this Agreement.

7. Conditions Precedent. Notwithstanding any other provisions of this Agreement[ this
Agreement shall not take effect until each of the following conditions are satisfied:

(a) The Court issues an Order (i) approving the terms and conditions ofthis Agreement,
(ii) finding that the settlement and releases contained herein are a fair resolution of
all issues arising out of or related to Universe policies issued to the Trusts,

(iii) confirming that this Agreement is binding on all Certificate Holders,
(iv) confirming that this Agreement constitutes full and final satisfaction of all claims
of the Trusts and Certificate Holders under the master poliCies issued by Universe,
and (v) permitting a final distribution from the Estate as set forth in this Agreement;
and

(b) NOLHGA shall have provided thirty (30) days notice ("Opt Out Notice'') of the
Agreement to the PartiCipating Associations pursuant to Rule 7 of the NOLHGA
Membership Participation Counsel Rules ("Opt Out Process"); and

(c) Within the thirty (30) day Opt Out Notice period, none of the PartiCipating
Associations identified on Schedule 2 have provided written notice to NOLHGA
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pursuant to the Opt Out Process indicating that they will not participate in or be

Settlement

bound by this Agreement.

8. Indemnification by Trusts. THIS PARAGRAPH CONTAINS AN INDEMNITY AND HAS
BEEN READ CAREFULLY BY THE PARTIES. The Trusts, jointly and severally, will hold
harmless and indemnify NOLHGA and each of the Participating Associations, each of
their respective officers, directors, employees, and agents, and each of the successors
and assigns of any of the foregoing (collectively, the "Indemnified Parties") from and
against all claims for SBA benefits by or on behalf of Certificate Holders. The Trusts,
jointly and severally, will hold harmless and indemnify the Indemnified Parties from all
costs and expenses associated with any such claims, including (without limitation)
attorneys', paralegal, accountant, and consultant fees and costs of investigation,
negotiation, arbitration, and litigation ("Defense Costs") based upon, arising out of, or
otherwise in respect of or which are incurred by virtue of or result from any suit, claim,
action, or cause (collectively "Claims"), or the costs of contesting any Claims, brought
by any Certificate Holder(s) against any of the Indemnified Parties with respect to any
policy issued to one or more of the Trusts by Universe in an amount up to, but not to
exceed, the Escrow Amount. The Indemnified Parties, or anyone of them, shall notify
the Trusts as soon as reasonably practicable upon learning of any Claim(s), and the
Trusts shall then have the option to assume and manage the defense and (to the
extent applicable) indemnification of such Claim and/or Defense Costs.
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9. Offset for Valid Claims. If any Certificate Holder Claim against a Participating
Association is determined to be a valid claim covered by the Participating Association,
the distribution of the Trusts Payment and the allocation of any portion of any
Individual Trust Allocation to the affected Certificate Holder(s) as shown in the column
entitled "Certificate Holder Gross Distribution" in Schedule 1A shall be deemed to be
partial or complete satisfaction of the Participating Association's obligation to such
Certificate Holder(s). Any such Certificate Holder(s) Claims shall then be offset and
reduced by the amount of Trusts Payment ultimately allocated to such Certificate
Holder(s).

10. Mutual Release. Other than any claims based upon obligations created by this
Agreement, in consideration of the obligations of the Parties set forth in this
Agreement, and conditioned upon each Party's compliance in full with the terms and
conditions of this Agreement, each Party (on behalf of itself and its current and former
directors, officers, employees, agents, agencies, administrators, representatives,
affiliates, shareholders, attorneys, assigns, predecessors, successors, subdivisions, and
departments and with respect to the Trusts, on behalf of their respective Certificate
Holders) fully and finally releases all other Parties, as well as their predecessors and/or
successors and assigns, their respective current and former directors, officers,
employees, agents, agencies, shareholders, attorneys, and divisions from any civil or
administrative claims, demands, controversies, actions, obligations, damages, liabilities,
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suits, causes of action, or proceedings of any nature,. whether at law or equity
(including attorneys fees, penalties, punitive damages, costs, and expenses of every
kind and however denominated) each Party has or may have arising out of or in any
manner related to Universe, the Estate, or any policy issued by Universe to one or more
of the Trusts.

11. No Waiver or Release of Claims Against Other Persons. This Agreement is intended to
be solely for the benefit of the Parties, the Certificate Holders, and the Participating
Associations. Except as stated herein, the Parties do not by this Agreement release any
claims against any other person or entity. No word, term, phrase, or definition in this
Agreement is or may be used for the benefit of any person, entity, or litigant who is not
a Party, a Certificate Holder, or a Participating Association.

12. Notices. All notices and other communications given or made pursuant hereto shall be
in writing and shall be deemed to have been given or made if in writing and delivered
personally, or sent by first class registered or certified mail, return receipt requested,
documented overnight delivery service, or telecopy to the appropriate address or
number as set forth in Schedule 3, or to such other persons or at such other addresses
as shall be furnished by any Party by like notice to the other Parties. Such notice or
communication shall be deemed to have been given or made if (i) personally delivered,
on the date so delivered; (ii) sent by registered or certified mail, on the date of receipt
or the date delivery is refused; (iii) sent by documented overnight delivery service, on
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the next business day following delivery to the courier service{ or (iv) sent by facsimile
transmission, on the date of transmission.

13. Dismissal of Action With Prejudice. Within ten (10) days of the effective date of this
Agreement and transfer by the Estate of the Trusts Payment and the Escrow Payment
to AlA on behalf of the Trusts and the Certificate Holders{ the Trusts will file a with the
appropriate court(s) a dismissal with prejudice as to all legal actions pending on such
date against the Estate{ NOLHGA, and/or any Participating Association in substantially
the form attached hereto as Schedule 4. The Parties agree that such dismissal shall be
with prejudice and without recovery of fees or costs to any Party.

14. Exclusive Venue for Enforcement of Agreement. Any Party shall be entitled to enforce
the terms of this Agreement in any court of competent jurisdiction

tinfliJiiUgl

15. Complete Agreement. This Agreement, including all Schedules, constitutes the
complete agreement between the Parties and may not be amended except by written
consent of all of the Parties.

16. Costs. Except as otherwise provided in this Agreement{ each Party will bear its own
legal and other costs incurred in connection with this matter, including the preparation
and performance of this Agreement; provided{ however{ in the event any Party takes
legal action with respect to the enforcement or interpretation of this Agreement{ the
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prevailing Party in such action shall recover its costs, fees, and expenses related to such
action including, without limitation, its attorneys' fees.

17. Choice of Law. This Agreement is governed by the laws of the State of Idaho, without
regard to the conflicts of laws rules of such state, but the statutory guaranty association
obligations of the Participating Associations are governed by the state statutes of each
respective Participating Association.

18. Authorization. The Parties have read the foregoing Agreement and accept and agree to
the provisions contained herein, and have caused this Agreement to be signed as of the
date adjacent to their respective signatures.

Each Party represents that it is duly

authorized to enter into this Agreement, and that it has not sold, assigned, transferred,
conveyed, or otherwise subrogated or disposed of any claim or demand against any
other Party relating to any matter covered by this Agreement. Each of the undersigned
individuals signing this Agreement on behalf of each Party represent and warrant that
they are authorized by the respective Party to execute this Agreement.

19. No Other Representations or Promises. The Parties represent and acknowledge that in
entering into this Agreement they are not relying on any promises or representations
other than those expressly set forth in this Agreement and its Schedules.
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20. Representation By Counsel. Each Party represents that the execution ofthis Agreement
is free and voluntary, and is intended solely as a compromise of disputed claims. Each
Party has been represented by legal counsel in the negotiation of this Agreement.

21. Counterparts. This Agreement may be executed in counterparts and via facsimile, each
of which shall constitute an original and all of which together shall be deemed to
constitute one and the same Agreement.

22.Acts Necessary to Effectuate Agreement. Each Party agrees to perform such further
acts and to execute and to deliver such further documents as may reasonably be
necessary to carry out this Agreement.

23. Captions Are for Convenience Only. The captions in this Agreement are for
convenience only and do not add to, detract from, or change the substantive language
or terms of this Agreement.

[Remainder of page intentionally blank.]
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Effective Date. The Effective Date of this Agreement shall be the date upon which the
conditions precedent set forth in Section 7 have been satisfied.

IN WITNESS WHEREOF, each Party has caused this Agreement to be signed by their
respective duly authorized representative.

State of Idaho Insurance Department ("Liquidator")

By:
, on behalf of the Trustee of The Universe Life Insurance
Company Liquidating Trust and the Liquidator/Rehabilitator of The Universe Life Insurance
Company
Date:

National Organization of Life and Health Insurance Guaranty Associations
("NOLHGA")

By:

Its:
Date:

AlA Insurance, Inc. ("AlA")

By:

Its:
Date:

Grain Growers Membership & Insurance Trust ("Trust'')

By:

Its:
Date:
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[Signature page continued.]
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American Soybean Association Membership & Insurance Trust ("Trust")

By:

Its:
Date:

American Independent Association Participating Trust ("Trust")

By:

Its:
Date:

National Growers and Stockman Group Trust ("Trust")

By:

Its:
Date:

National Contract Poultry Growers Association Membership & Insurance Trust
("Trust")

By:

Its:
Date:

("Trust")

By:

Its:
Date:

22
Settlement Agreement and Release
27287453

AFFIDA VIT OF JOHN TAYLOR IN SUPPORT OF MOTION FOR RECONSIDERATION
AND CLARIFICA TION AND, IN THE ALTERNA TIVE, REQUEST FOR CERTIFICATION
FOR INTERLOCUTORY APPEAL

Settlement Proposal subject to all applicable

~O'l"'U:I,",'~nT

privileges
Draft - 2/07/08

Schedule 1
Identification Of The Agricultural Trusts Which Are Party
To The Agreement And Allocation of Trusts Payment

The following agricultural trusts constitute the "Trusts" as defined in Part I of the
Settlement Agreement and Release and are entitled to the following Individual Trust
Allocations:

Trust

Individual Trust
Allocations

Grain Growers Membership & Insurance Trust

$

American Soybean Association Membership & Insurance Trust

$

American Independent Association Participating Trust

$

National Growers and Stockman Group Trust

$

National Contract Poultry Growers Association Membership &
Insurance Trust

$

$

$
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Schedule lA
Certificate Holder Allocations

The following is a list of Certificate Holders and the amount of the settlement allocated to
each Certificate Holder.
Allocation of Trusts Payment for
Allocation of Trusts Payment for
Purpose of Part III, par. 2 (c) (iii) - AlA Purpose of Part III, par. 9 - Guaranty
Payment of Individual Trust Allocation Association Offset of Valid Claims
to Certificate Holders

Trust Certificate Certificate State of
Holder
Number
Residence
Name

Certificate
Holder
Initial Claim
Amount

Certificate
Holder
Initial
Distribution
Amount

Certificate
Certificate AlA
Certificate
Holder
Holder Gross Retention Holder Net
Reallocated Distribution Share
Distribution
Distribution
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Schedule 2
Identification of the Participating State Guaranty Associations
The life and health guaranty associations from the following states constitute the
"Participating Associations as referenced in Part I of the Settlement Agreement and
Release:
fl

State

Opt In

Opt Out

1. Alaska
2. Arizona
3. Arkansas
4. California
5. Colorado
6. Hawaii
7. Idaho
8. Illinois
9. Indiana
10. Iowa
11. Mississippi
12. Missouri
13. Montana
14. Nebraska
15. Nevada
16. New Mexico
17. North Dakota
18.0hio
19. Oklahoma
20. Oregon
21.South Dakota
22.Texas
23. Utah
24. Washington
25. Wyoming
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Schedule 3
Addresses for Notices Provided Under the Agreement
If to AlA Insurance, Inc.;

Attn.:
Tel.:
Fax.: _ _ _ _ _ _ _ _ __
If to Grain Growers Membership & Insurance Trust:

Attn.:
Tel.:
Fax.:
If to American Soybean Association Membership & Insurance Trust:

Attn.:
Tel.:
Fax.:
If to American Independent Association Participating Trust:

Attn.:
Tel.: _ _ _ _ _ _ _ _ __
Fax.:
If to National Growers and Stockman Group Trust:

Attn.:
Tel.:
Fax.:
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If to National Contract Poultry Growers Association Membership & Insurance Trust:
Settlement

subject to all applicable

Attn.:
Tel.:
Fax.:

If to _ _ _ _ _ _ _ _ Trust:

Attn.:
Tel.:
Fax.:

If to _ _ _ _ _ _ _ _ Trust:

Attn.:
Tel.:
Fax.:

If to National Organization of Life and Health Guaranty Associations:
13873 Park Center Road, Suite 329
Herndon, VA 20171
Attn.: Paul Peterson, Vice President, Accounting & Finance
Tel.: 703-787-4119
Fax.: 703-481-5209

If to Liquidator:
The Honorable William W. Deal
Idaho Insurance Director
700 West State Street
P.O. Box 83720
Boise, ID 83720
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Schedule 4
Form of Dismissal With Prejudice

Richard H. Greener, ISB No. 1191
Christopher C. Burke, ISB No. 2098
Kira Dale Pfisterer, ISB No. 6571
Greener Burke Shoemaker P.A.
815 West Washington Street
Boise, Idaho 83702
Telephone: (208) 319-2600
Facsimile: (208) 319-2601
William C. Roden, ISB No. 753
Hopkins, Roden, Crockett, Hansen & Hoopes, LLP
P.O. Box 2110
Boise, Idaho 83701-2110
Telephone: (208) 336-7930
Facsimile: (208) 336-9154
Attorneys for Defendants:
Grain Growers Membership & Insurance Trust
American Soybean Association Membership & Insurance Trust
American Independent Association Participating Trust
National Growers and Stockman Group Trust
National Contract Poultry Growers Association Membership & Insurance Trust

B. Newal Squyres, ISB No. 1621
Special Deputy Attorney General
Ted C. Murdock, ISB No. 5431
Holland & Hart LLP
P.O. Box 2527
Boise, Idaho 83701-2527
Telephone: (208) 342-5000
Facsimile: (208) 343-8869
Attorneys for Plaintiff:
Liquidator For The Universe Life Insurance Company
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IN THE DISTRICT COURT OF THE FOURTH JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF ADA

IN THE MATTER OF THE
LIQUIDATION OF THE UNIVERSE
LIFE INSURANCE COMPANY,

Case No. CV OC 9601126D

Case No. CV OC [_ _ _ _-'
WJLLIAM W. DEAL, Director of the
Idaho Department of Insurance, in his
capacity as Liquidator of The Universe
Life Insurance Company, in Liquidation,

MOTION TO DISMISS ACTION
WITH PREJUDICE

Plaintiff,
vs.
Grain Growers Membership & Insurance
Trust, American Soybean Association
Membership & Insurance Trust, American
Independent Association Participating
Trust, National Growers and Stockman
Group Trust, and National Contract
Poultry Growers Association Membership
& Insurance Trust,

Defendants.

Pursuant to Idaho Rules of Civil Procedure section 41(a), the parties hereby stipulate
to dismiss the above-captioned action, with prejudice. Each party is to bear its own costs
and attorneys' fees.
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GREENER BURKE
SHOEMAKER P.A.
HOPKINS, RODEN, CROCKEIT,
HANSEN & HOOPES, LLP
By:
B. Newal Squyres
Attorney for Plaintiff
Dated:

By:
Christopher C. Burke, of the Firm
Attorneys for Defendants
Dated:

[PROPOSED] ORDER
Based on the foregoing stipulation, the action entitled In the Matter of the
Liquidation of The Universe Life Insurance Company, the Fourth Judicial District Court
of Ada County, Idaho Case No. CV OC 9601126D, is dismissed with prejudice. Each
party is to bear its own costs and attorneys' fees.
Dated: __________________,2008
The Hon. Thomas F. Neville
Idaho District Court Judge
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,PATTY O. iYEEKS

Michael E. McNichols
CLEMENTS, BROWN & McNICHOLS, P.A.
Attorneys at Law
321 13th Street
Post Office Box 1510
Lewiston, Idaho 83501
(208) 743-6538
(208) 746-0753 (Facsimile)
ISB No. 993
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DEPUTY

Attorneys for Defendant R. John Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

REED J. T AYLOR, a single person;

)
)

Plaintiff,

)
)

vs.

)
)

AIA SERVICES CORPORATION, an Idaho)
corporation; AlA INSURANCE, INC., an
)
Idaho corporation; R. JOHN TAYLOR and )
CONNIE TAYLOR, individually and the
)
community property comprised thereof;
)
BRYAN FREEMAN, a single person; and
)
JOLEE DUCLOS, a single person;CROP USA)

ANSWER OF R. JOHN TAYLOR TO
PLAINTIFF'S FIFTH AMENDED
COMPLAINT and COUNTERCLAIM
and DEMAND FOR TRlAL BY JURY

Case No: CV 07-00208
ANSWER OF R. JOHN
TAYLOR TO PLAINTIFF'S
FIFTH AMENDED
COMPLAINT
and
COUNTERCLAIM
and
DEMAND FOR TRIAL
BY JURY
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INSURANCE AGENCY, INC., an Idaho
Corporation; and JAMES BECK and
CORRINE BECK, individually and the
community property comprised thereof;

)
)
)
)
)

Defendants.

)

R. John Taylor ("this defendant"), answers PLAINTIFF'S FIFTH AMENDED

COMPLAINT as follows:
I.

This defendant denies all of the allegations in plaintiff's Fifth Amended
Complaint except for those allegations which are expressly admitted.
II.

This defendant admits paragraphs 1.1,1.2,1.3,1.4,1.6,1.7,1.8,1.10,1.11 and
2.8. This defendant denies paragraphs 2.4, 2.21, 2.23, 2.25, 2.28, 2.36, 2.37, 2.39, 2.41,2.47,
2.49,2.50,2.52,2.53,2.54,2.57,2.58,2.59,3.4,4.2,4.3, 4.4,5.2,5.3,5.4,6.2,6.3, 7.3, 7.4,
7.5,8.3,9.2,9.3,9.4,10.2, 10.3, 10.4, 11.2, 11.3, 11.4, 12.3, 13.2 and 13.3. This defendant
denies paragraph 2.3 for lack of information and belief.

ANSWER OF R. JOHN TAYLOR TO
PLAINTIFF'S FIFTH AMENDED
COMPLAINT and COUNTERCLAIM
and DEMAND FOR TRIAL BY JURY
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III.

This defendant realleges and incorporates his admissions and denials to the
paragraphs incorporated by reference by paragraphs 3.1, 4.1, 5.1, 6.1, 7.1, 7.2, 8.1, 9.1, 10.1
and 11.1, 12.1 and 13.1.
IV.

Answering paragraph 1.5, this defendant admits that R. John Taylor and
Connie Taylor were husband and wife until on or about December 16, 2005, and at all
relevant times were residents of Lewiston, Nez Perce County, Idaho, and denies all the other
allegations.
V.

Answering paragraph 1.9, this defendant admits that James Beck and Corrine
Beck are residents of the state of Minnesota and denies all of the other allegations.
VI.

Answering paragraph 2.1, this defendant admits that he was at relevant times
an officer and director of AlA Services, AlA Insurance and Crop USA, admits that he is a
shareholder in AlA Services and owns approximately 40% of the outstanding shares of Crop
USA and denies all the other allegations.
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PLAINTIFF'S FIFTH AMENDED
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and DEMAND FOR TRIAL BY JURY
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VII.
Answering paragraph 2.2, this defendant admits that he and Connie Taylor
were divorced through an Interlocutory Decree filed on December 16, 2005, and denies all
the other allegations.
VIII.
Answering paragraph 2.5, this defendant admits that J oLee Duclos is an officer
of AlA Services, AlA Insurance and Crop USA, admits that she is a shareholder in Crop
USA and denies all the other allegations.
IX.
Answering paragraph 2.6, this defendant admits that Bryan Freeman was a
director of AlA Services, AlA Insurance and Crop USA, admits that Bryan Freeman is a
shareholder in Crop USA and denies all the other allegations.

X.
Answering paragraph 2.7, this defendant admits that AlA Services Corporation
and AlA Insurance, Inc., cooperated with Crop USA and continue to cooperate with Crop
USA and denies all the other allegations of paragraph 2.7.
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XI.

Answering paragraph 2.9, this defendant admits that defendant James Beck is
a shareholder in AlA Services and Crop USA and denies all the other allegations.
XII.

Answering paragraph 2.10, this defendant admits the first sentence and the
third sentence, alleges that in 1995 Reed desired to retire and have AlA Services redeem his
stock and denies all the other allegations.
XIII.

Answering paragraph 2.11, this defendant admits that AlA Insurance is a
wholly owned subsidiary of AlA Services, admits that AlA Insurance is a lessee of the office
building located at 111 Main Street, Lewiston, Idaho, and denies all the other allegations.
XIV.

This defendant admits paragraph 2.12 but alleges that the Promissory Note
provided that it was subordinate to the payment of redemption obligations owned by AlA
Services to Donna Taylor and that the agreements were amended at a later time and denies
all the other allegations.
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xv.
Answering paragraph 2.13, this defendant admits the first sentence, alleges that
the documents speak for themselves and denies all the other allegations in paragraph 2.13.
XVI.

Answering paragraph 2.14, this defendant admits that the Stock Redemption
Agreement, Stock Pledge Agreement, and Security Agreement were authorized by the Board
of Directors of AlA Services and denies all the other allegations.
XVII.

Answering paragraph 2.15, this defendant admits that, in 1996, AlA Services
and plaintiff agreed to modify the Stock Redemption Agreement and executed the Stock
Redemption Restructure Agreement and executed an Amended and Restated Stock Pledge
Agreement and an Amended and Restated Security Agreement but alleges that the
agreements were amended at a later time and denies all of the other allegations.
XVIII.

Answering paragraph 2.16, this defendant alleges that the agreements speak
for themselves, alleges that the agreements were amended at a later time and denies all the
other allegations.
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XIX.

Answering paragraph 2.17, this defendant alleges that the Amended Stock
Pledge Agreement speaks for itself and denies all of the other allegations.

xx.
Answering paragraph 2.18, this defendant alleges that the Amended Stock
Pledge Agreement speaks for itself, admits that AlA Services did not post bonds or other
security for the payment of the Promissory Note and denies all the other allegations.
XXI.

Answering paragraph 2.19, this defendant alleges that the Amended Stock
Pledge Agreement and the Amended Articles ofIncorporation of AlA Services Corporation
speak for themselves, and denies all the other allegations.
XXII.

Answering paragraph 2.20, this defendant alleges that the Promissory Note
speaks for itself and denies all the other allegations.
XXIII.

Answering paragraph 2.22, this defendant admits that the plaintiff was the
largest creditor of AlA Services and denies all the other allegations.
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XXIV.
Answering paragraph 2.24, this defendant denies that AlA Services and/or AlA
Insurance have failed to comply with the agreements as amended and denies all of the other
allegations.
XXV.
Answering paragraph 2.26, this defendant admits that plaintiff, through his
counsel, claimed that AlA Services was in default and denies all the other allegations.
XXVI.
Answering paragraph 2.27, this defendant admits that plaintiff had never
attempted to accelerate any of the indebtedness due under the Promissory Note prior to
December 12,2006, admits that AlA Services continued to make interest payments in the
agreed upon amounts before and after the date of plaintiff s original complaint and denies
all of the other allegations.

XXVII.
Answering paragraph 2.29, this defendant admits that plaintiff attempted to
schedule a special shareholders meeting for December 26,2006, a date on which the offices
of AlA Insurance were scheduled to be closed, admits that no special shareholders meeting
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was held and denies all of the other allegations.
XXVIII.
Answering paragraph 2.30, this defendant admits that the quoted words are part
of one of the sentences in one of the paragraphs of a letter from R. John Taylor to plaintiffs
legal counsel and denies all the other allegations.
XXIX.

Answering paragraph 2.31, this defendant admits that on January 25, 2007,
plaintiff made another demand for a special shareholders meeting for February 5, 2007,
admits that AlA Insurance refused his request and denied that he had a right to call a meeting
to vote the AlA Insurance shares, admits that no special shareholders meeting was held and
denies all the other allegations.

xxx.
This defendant denies paragraph 2.32 and alleges that none of the defendants
is in default under the terms of any of the agreements as amended.
XXXI.
Answering paragraph 2.33, this defendant denies that any of the defendants
were in default under any of the agreements as amended, denies that the plaintiff had a right
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to vote the pledged shares, denies that the plaintiff had the authority to take the action he
purportedly took, and denies all of the other allegations.
XXXII.

Answering paragraph 2.34, this defendant admits that AlA Insurance paid
$1,510,693.00 to purchase Series C Preferred Shares in AlA Services from an entity in which
this defendant was the single largest shareholder but alleges that the stated value ofthe Series
C Preferred Shares, together with mandatory accumulated dividends, likely exceed
$3,000,000.00 and that the transaction was substantially beneficial to AlA Services and AlA
Insurance. This defendant admits that the 40l(k) plan of AlA Services held Preferred C
shares and that no shares were purchased or redeemed from the plan and denies all the other
allegations.
XXXIII.

Answering paragraph 2.35, this defendant admits that he purchased a parking
lot and denies all the other allegations.
XXXIV.

Answering paragraph 2.38, this defendant admits that plaintiff executed a
Consent in Lieu of Board Meeting, alleges that the Consent speaks for itself, alleges that the
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plaintiffhad no right to execute the Consent, admits that the defendants refused to recognize
the Consent as binding on them and denies all the other allegations.

xxxv.
Answering paragraph 2.40, this defendant admits that Freeman and Duclos
resigned as members of the Board of Directors of AlA Insurance and AlA Services, admits
that he appointed Connie Taylor and James Beck to the Board of AlA Insurance and AlA
Services and denies all of the other allegations.

XXXVI.
Answering paragraph 2.42, this defendant admits that plaintiff has a valid and
perfected security interest as provided in the Amended and Restated Security Agreement,
which speaks for itself, admits that plaintiff has demanded that no funds in which he has a
security interest should be used to pay the legal fees of any defendant and denies all of the
other allegations.
XXXVII.
Answering paragraph 2.43, this defendant admits that as of2002 or 2003 he
owed AlA Services $307,271.00 and alleges that in 2002 or 2003 he and plaintiff entered
into an agreement to extinguish his debt to the corporation and to reduce the corporation's
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debt to the plaintiff by an amount of $307,271.00 and other sums, as part of a proposed
transaction between plaintiff, this defendant and AlA Services which plaintiff later
repudiated and refused to complete and denies all the other allegations.
XXXVIII.

Answering paragraph 2.44, this defendant admits that defendants JoLee Duclos
and Bryan Freeman resigned as directors of AlA Services and AlA Insurance, admits that he
appointed Connie Taylor and James Beck as replacement Board members and denies all the
other allegations.
XXXIX.

Answering paragraph 2.45, this defendant admits the first two sentences and
denies all the other allegations.
XL.

Answering paragraph 2.46, this defendant alleges that the letter dated February
27,2001, speaks for itself and denies all the other allegations.
XLI.

Answering paragraph 2.48, this defendant alleges that AlA Services and AlA
Insurance are and were being operated for the benefit of AlA Services and AlA Insurance
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XLII.
Answering paragraph 2.51, this defendant denies the first sentence for lack of
infonnation and belief and denies all the other allegations.
XLIII.
Answering paragraph 2.55, this defendant alleges that the Executive Officers
Agreement speaks for itself, but also alleges that the Executive Officers Agreement has been
amended, and denies all the other allegations.
XLIV.
Answering paragraph 2.56, this defendant admits that some defendants may
have stated that Crop USA has been reimbursing AlA Services and/or AlA Insurance for
employee labor, expenses, costs and services utilized for Crop USA's benefit and denies all
the other allegations.
XLV.
Answering paragraph 3.2, this defendant alleges that the Promissory Note,
Amended Stock Pledge Agreement, Amended Security Agreement and Restructure
Agreement speak for themselves, alleges that those agreements have been amended and that
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the defendants have complied with the terms of those agreements, as amended, and denies
all the other allegations.
XLVI.

Answering paragraph 3.3, this defendant alleges that the agreements were
modified, denies that defendants are in breach of any of the agreements as modified and
denies all the other allegations.
XLVII.

Answering paragraph 8.2., this defendant admits that plaintiff has a security
interest as provided in the Amended and Restated Security Agreement, which speaks for
itself, and denies all the other allegations.
XLVIII.

Answering paragraph 8.4., this defendant alleges that 8.4. is a prayer for relief
rather than an averment of fact and otherwise denies all of the allegations.
XLIX.

Answering paragraph 12.2, this defendant admits that there is an implied
obligation of good faith and fair dealing between the parties to the Promissory Note and
Amended Stock Pledge Agreement, Amended Security Agreement and Restructure
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Agreement and denies all the other allegations.
FIRST AFFIRMATIVE DEFENSE

On July 1, 1996, plaintiff, AlA Services and Donna J. Taylor entered into a
SERIES A PREFERRED SHAREHOLDER AGREEMENT which provides that no principal
payments may be made by AlA Services to plaintiff until the entire redemption price due
Donna Taylor is paid in full. The redemption price due Donna Taylor has not been paid in
full. Therefore, no principal payments are due to plaintiff.
SECOND AFFIRMATIVE DEFENSE

At different times since the written agreements were executed, plaintiff and
some defendants have orally modified the written agreements. The modifications include,
without limitation, an agreement that the interest payable to plaintiff from AlA Services
would be paid in installments of $15,000.00 per month (together with the assumption of
responsibility for other expenses). AlA Services has paid plaintiff the sum of $15,000.00 per
month and has assumed responsibility for the other agreed expenses in accordance with the
modified agreements since they were entered into and plaintiffhas accepted those payments.
None of these defendants is in default of the modified agreements with plaintiff.
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THIRD AFFIRMATIVE DEFENSE

The claims of the plaintiff are barred by applicable statutes of limitation,
including Idaho Code §§ 5-216, 5-218, 5-224, 5-237 and 55-918.
FOURTH AFFIRMATIVE DEFENSE

Plaintiff is estopped from asserting his claims against this defendant.
FIFTH AFFIRMATIVE DEFENSE

Plaintiff has waived his right to assert claims against this defendant.
SIXTH AFFIRMATIVE DEFENSE

Plaintiffs claims against this defendant are barred by the equitable doctrine of
unclean hands.
SEVENTH AFFIRMATIVE DEFENSE

Plaintiffs claims in his THIRD CAUSE OF ACTION violate Rule 9(b)
LR.C.P.
EIGHTH AFFIRMATIVE DEFENSE

Plaintiffs claims are barred by the doctrine oflaches.
NINTH AFFIRMATIVE DEFENSE

To the extent that plaintiff is attempting to state a claim for a shareholder's
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derivative action, plaintiff's claims are barred because he failed to give the notice required
by Idaho Code § 30-1-742.

TENTH AFFIRMATIVE DEFENSE
One or more of the plaintiff's causes of action fails to state a claim upon which
relief can be granted.

ELEVENTH AFFIRMATIVE DEFENSE
Plaintiff's alleged damages are subject to this defendant's right of setoff.

COUNTERCLAIMS
This defendant counterclaims against the plaintiff as follows:

INTENTIONAL INFLICTION OF EMOTIONAL DISTRESS
Plaintiff has intentionally inflicted emotional distress on this defendant and
damaged this defendant in an amount to be proved at trial.

NOTICE OF INTENT TO AMEND
This defendant hereby gives notice of his intention to request the Court to
permit him to amend this counterclaim to include a claim for punitive damages.
WHEREFORE, this defendant requests the Court:
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1. To dismiss the Fifth Amended Complaint of the plaintiff, with prejudice and
to award this defendant his costs and reasonable attorneys fees.
2. To award this defendant damages for plaintiffs intentional infliction of
emotional distress, in the amounts proved at trial.
3. For such other and further relief as to the Court may seem just.
Dated: February 25,2008.
CLEMENTS, BROWN & McNICHOLS, P.A.

BY:~
MICHAELRCNICHOLS
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DEMAND FOR TRIAL BY JURY
This defendant demands a trial by a jury of twelve (12) persons of all of the
issues in this case that are triable to a jury.
CLEMENTS, BROWN & McNICHOLS, P.A.

By:
MICHAEL E. McNICHOLS

CERTIFICATE OF SERVICE
I hereby certify that on the 25 th day of February, 2008, I caused to be served
a true and correct copy of the foregoing by the method indicated below, and addressed to the
following:
Roderick C. Bond
David A. Gittins
Ned A. Cannon
Attorney at Law
Smith, Cannon & Bond, PLLC
P.O. Box 191
Attorneys at Law
Clarkston, W A 99403
508 Eighth Street
Facsimile: 758-3576
Lewiston,ID 83501
david@gittinslaw.com
Facsimile: 746-8421
rod@scblegal.com
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Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley
877 Main Street, Ste. 1000
P.O. Box 1617
Boise, ID 83701-1617
Facsimile: (208) 342-3829
iash@hteh.com

James J. Gatziolis
Charles E. Harper
Quarles & Brady, LLP
500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Facsimile: (312) 715-5155
iig@quarles.com

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston,ID 83501
Facsimile: 746-9160
Jhally@clarkandfeenev.com

x

U.S. MAIL
- - - - - HAND DELIVERED
- - - - - OVERNIGHT MAIL
_ _ _ _ TELECOPY (FAX)
--

Michael E. McNichols
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SMITH, CANNON & BOND PLLC

Attorneys for Plaintiff Reed J. Taylor
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED 1. TAYLOR, a single person,
Plaintiff,
v.

ALA SERVICES CORPORATION, an Idaho
corporation; ALA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TAYLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

Case No.: CV-07-00208
PLAINTIFF REED TAYLOR'S
REPLY IN SUPPORT OF MOTION
TO DISSOLVE PRELIMINARY
INJUNCTION AGAINST REED
TA YLOR AND MEMORANDUM IN
OPPOSITION TO ALA SERVICES
CORPORATION'S MOTION FOR
RECONSIDERATION

Defendants.
Plaintiff Reed J. Taylor ("Reed Taylor") submits this Reply in Support of his Motion to
Dissolve Preliminary Injunction and Memorandum in Opposition to Motion for Reconsideration,
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Clarification and Request for Interlocutory Appeal:

I. INTRODUCTION
For over a year, the Defendants have inappropriately impeded Reed Taylor from
rightfully exercising his contractual rights.

During this period, the Defendants have

inappropriately operated AlA Insurance and encumbered assets to Reed Taylor's detriment.
However, on February 8, 2008, the Court properly granted Reed Taylor's Motion for Partial
Summary Judgment. In response, Reed Taylor appropriately moved to dissolve the Preliminary
Injunction against him.

In response to Reed Taylor's Motion to Dissolve Preliminary Injunction, AlA Services
failed to cite any legal authority and argues its Motion to Reconsideration as a basis to deny
Reed Taylor's Motion. AlA Services moved for reconsideration and submitted a new Affidavit
of R. John Taylor which contains sham and inadmissible testimony and asserted that the Court
erred. However, the Court is not required to make any findings of factor conclusions of law.
Moreover, AlA Services argues, without providing any credible evidence, that Reed has
essentially waived his right to ever be paid.
AlA Services misconstrues the law and the facts in an ill-conceived attempt to further
obstruct Reed Taylor from exercising his contractual rights, while at the same time AlA Services
interestingly argues that the written contract provisions of the Series A Preferred Shareholder
Agreement only apply to Reed and Donna Taylor. Not surprising, AlA Services' arguments fail
as matter of law and the Court's Order was warranted and appropriate.
As a result, the Preliminary Injunction against Reed Taylor should be dissolved and AlA
Services Motions should be denied.
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LEGAL AUTHORITY AND ARGUMENT

A. The Defendants Failed to Cite Any Legal Authority in Opposition to Reed's Motion
to Dissolve Preliminary Injunction.
The Defendants failed to provide any legal basis for the Court to deny Reed's Motion to
Dissolve Preliminary Injunction. In response to Reed's Motion, the Defendants simply point to
several factually and legal unsupported alleged errors made by the Court. However, as discussed
below, the Defendants argument fails as a matter oflaw. 1
In its Motion for Reconsideration, AlA Services argues that only John Taylor is capable
of running the company founded by Reed and that it would be irreparably injured if Reed were to
take control. This argument, like others, is illogical and irrelevant. Reed is a secured creditor
owed over $8 Million. AlA Insurance is pledged to Reed as collateral. Reed could simply close
down AlA Insurance if he elected.

As a secured creditor, he can sell the shares of AlA

Insurance, buy the shares himself at public auction or simply keep the shares. What Reed does
with the business is irrelevant.
Reed has waited over a year to exercise his contractual rights to his detriment. All the
while John Taylor and the other Defendants have transferred all of AlA Insurance's employees
to Crop USA, pledged AlA Services' only significant asset to Crop USA, and failed to operate
AlA Insurance properly.
AlA Services must not be permitted to continue hindering and delaying Reed from
exercising his contractual rights.

1 Reed also submits his preliminary Response in Opposition to ALA Services and AlA Insurance's Motion
for Reconsideration below. Reed will submit a more detailed Supplemental Memorandum in Opposition to Motion
for Reconsideration one week before the hearing on the Defendants' Motion for Reconsideration in accordance with
Civil Rules.

PLAINTIFF'S REPLY IN SUPPORT OF MOTION
TO DISSOLVE PRELIMINARY INJUNCTION
AND OPPOSITION TO RECONSIDERATION - 3

212"

B. The Court Is NOT Required to Make Any Findings on A Motion for Summary
Judgment.
"Findings of fact and conclusions of law are unnecessary ... on decisions of motions under
Rule 12 or 56 ... " I.R.C.P.52(a).
Here, AlA Services incorrectly argues that the Court erred by not specifically addressing
waiver or the Series A Shareholder Agreement. The Court did not error. Significantly, the Court
is not required to enter any findings of fact or conclusions of law and may simply grant Reed
Taylor's Motion for Partial Summary Judgment without any opinion. The Court's Opinion and
Order is proper and warranted by the evidence and law.
C. The Court Properly Considered the Series A Preferred Shareholder Agreement.

In his Motion for Partial Summary Judgment, Reed addressed the issue of the Preferred
Shareholder Agreement and how Donna Taylor subordinated her right to payment in favor of
Reed. See Reed's Motion for Partial Summary Judgment, p. 4?
AlA Services misconstrues the law, facts and the parties' agreements in an effort to
create an issue of material fact that does not exist.

1. Donna Taylor Subordinated Her Right to Payment in Favor of Reed.
"A subordination agreement is merely a contractual modification of the priorities that
would otherwise exist." 68 A Am.Jur.2d, Secured Transactions § 794 (2001). "Only the person
entitled to priority may agree to subordinate his interest to that of another creditor." 68 A
Am.Jur.2d, Secured Transactions, § 792 (2001).

/11
2 See Affidavit of Reed J. Taylor filed on February 26, 2007, Ex. 0 (Reed Taylor's Motion for Partial
Summary Judgment inadvertently substituted "Roderick C. Bond" in place of "Reed J. Taylor" in the original cite).
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I.C. § 28-9-339 also specifically addresses subordination: "PRIORITY SUBJECT TO
SUBORDINA TION. [t]his article does not preclude subordination by agreement by a person
entitled to priority." Id. Significantly, the Official Comment to I.C. § 28-9-339 also specifically
addresses subordination: "This section makes it entirely clear that a person entitled to
priority may effectively agree to subordinate its claim." Id (emphasis added).
Thus, Reed and Donna have the right to subordinate without consent from AlA Services. 3
In the Subordination Agreement entered into between Donna Taylor and Reed, she expressly
subordinated all of her rights to priority in payment in favor of Reed:
Donna agrees to unconditionally and irrevocably subordinate all amounts and irrevocably
subordinate all amounts and obligations owed to her under the Series A Preferred
Shareholder Agreement ... to be junior to all payments (including principal and interest),
obligations, rights, andlor remedies owed to Reed ... Reed shall be entitled to collect all
amounts owed to him before Donna's preferred A Shares of AlA Services are
redeemed or any further payments are made to Donna. The effect of this
Agreement shall be to permit Reed to collect, litigate, obtain judgment, andlor
enforce any and all rights and remedies which related in any way to the $6 Million
Promissory Note, plus all accrued interest, costs, expenses, and attorneys' fees owed to
Reed.
Affidavit of Reed J. Taylor filed on February 26,2007, Ex. 0 (emphasis added).
The effect of the subordination agreement is clear and legally permissible. Donna Taylor
subordinated all of her rights of payment prior to the payment of principal to Reed in favor of
him in the manner legally available to creditors.
III
III

3 Reed and Donna Taylor's Subordination Agreement is not a modification of the Series A Preferred
Shareholder Agreement and does not require AlA Services' consent because the debtor's consent is not required for
creditors to enter into a subordination agreement. AlA Services still owes the money to both Reed and Donna and
they are entitled to be paid in any priority they deem appropriate in their sole discretion.
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2. AlA Services Cites No Legal Authority to Support Its Argument that the
Subordination Agreement between Reed and Donna Taylor Is Not
Enforceable.

AlA Services incorrectly argues, without citing any legal authority, that the
Subordination Agreement between Reed and Donna Taylor

IS

"void and cannot be relied

upon ... " AlA Services Memorandum of Law in Support of Reconsideration, p. 6. However,
AlA Services' argument could not be more incorrect as creditors have the express legal right to
enter into agreements to subordinate debt. See Legal I.C. § 28-9-339; 68 A Am.Jur.2d, Secured
Transactions, § 792 (2001); 68 A AmJur.2d, Secured Transactions § 794 (2001).
The Subordination Agreement between Reed and Donna Taylor is a valid and
enforceable subordination between them. AlA Services' argument fails as a matter of law.
3. Even If Donna Taylor Had Not Subordinated Her Right to Payment, Reed
Would Still Be Entitled to Partial Summary Judgment.

Assuming that Donna Taylor had not subordinated her rights to Reed, he would still be
entitled to partial summary judgment as ordered by the Court. The only effect would be that
Reed would not be entitled to entry of a final judgment for the principal. Reed would, however,
still be entitled to judgment against AlA Services for the approximately $2,500,000 in past due
accrued interest due on the $6 Million Note.
When the $6 Million Note was originally executed, it was subject to the terms of the
"letter agreement dated January 11, 1995, signed by Company, [AlA Services], Donna Taylor
and Cumer Green." Preliminary Injunction Hearing held on March 1,2007 ("Hearing"), Ex. A.
When the parties executed the Series A Preferred Shareholder Agreement, they agreed
that the Series A Preferred Shareholder Agreement would supersede and replace all of the Series
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A Preferred Shareholder Agreements.

Hearing, Ex. B, p. 4, § 1.8; See also R. John Taylor

Affidavit, Ex. B, p. 1, § A. Under the terms of the Series A Preferred Shareholder Agreement,
the parties agreed that no principal payments would be made to Reed until Donna Taylor's
shares were redeemed:
Subordination of Certain Principal Payments to Creditor. Payment of principal to [Reed]
on the $6M Note (whether at maturity or at any earlier time in accordance with any right
of prepayment) shall be subordinated to payment in full of Company's obligation to
redeem the Series A Preferred Stock ....
Affidavit of R. John Taylor, Ex. B (emphasis in original).

Thus, prior to entering into the

Subordination Agreement, AlA Services could not pay any principal to Reed unless Donna
Taylor had been paid in full (assuming AlA Services had timely and properly paid Donna Taylor
as required by the Series A Preferred Shareholder Agreement).
However, the original subordination does not pertain to the approximately $2,500,000 in
accrued interest owed to Reed and in no way limits Reed's rights or remedies even if Reed and
Donna Taylor had not executed the Subordination Agreement (as described in detail below).
AlA Services again misconstrues the law and the facts and its Motion for
Reconsideration is not grounded in good faith law or facts.

4. The Cases Cites by AlA Services Are INAPPLICABLE to the Facts and Law
Before the Court.
AlA Services disingenuously asserts that the Court erred in granting partial summary
judgment because it failed to consider the effect of the Series A Preferred Shareholder
Agreement. To support its argument, AlA Services cites a string of inapplicable cases.
The Series A Preferred Shareholder Agreement has no effect on the undisputed facts
supporting the order granting partial summary judgment. AlA Services is in default of the $6
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Million Promissory Note (both the original Note and the alleged orally modified version of the
Note). Monthly interest payments in the full amount required by the Note were not paid and the
unpaid amounts were not paid within five days after the service of Reed's notices of defaults.
Even under the alleged oral modification, at least one monthly interest payment was not made
until almost 9 months after receiving Reed's notice of default.4

The principal amount of

$6,000,000 was not paid at maturity on August 1,2005, and was not paid after AlA Services'
receipt of Reed's notice of default on December 12,2006.
In reality, AlA Services' argument, even
. d gment. 5
summary JU

if valid, is moot and would not preclude a partial

The point that AlA Services attempts to make relative to the Stock

Redemption Restructure Agreement and the Series A Preferred Shareholder Agreement does not
apply to the interest due on the principal of the Promissory Note - it applies only to the payment
of principal. See also Hearing Ex. B-E (e.g., Reed can exercise his right to vote the shares or
seize commissions collateral upon AlA Services' default in interest payments). There was a
default with respect to the payment of the interest due on the Promissory Note even

if there were

not a default in the payment of principal. Reed is still entitled to a partial summary judgment
finding as a matter of law that AlA Services was a default with respect to the unpaid interest
(approximately $2,500,000). Reed is still entitled to enforce his rights and remedies under the
Amended Security Agreement and realize upon his collateral including the stock of AlA
Insurance under the Amended Stock Pledge Agreement.

4 This event of default supports partial summary judgment even if the Court were to have concluded that
there was an issue of fact as to the existence of an oral modification of the promissory note.
s If Reed and Donna Taylor had not entered into the Subordination Agreement, such a fact would not have
prevented AlA Services' default or Reed obtaining partial summary judgment. It would only have resulted in Reed
not being able to execute on his judgment for more than the amount of interest due.
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AlA Services' argument is not valid even with respect to the principal due on the
Promissory Note for two independent reasons: (1) because AlA Services is in breach of the
Series A Preferred Shareholder Agreement and (2) because of the legal effect of a Subordination
Agreement entered into between Reed and Donna Taylor. AlA Services is correct in stating that
the terms of the Series A Preferred Shareholder Agreement provided that payment of principal
on the promissory note owed to Reed was not payable until AlA Services' obligation to redeem
Donna Taylor's Series A Preferred shares was completed in full. However, pursuant to the terms
of the Series A Preferred Shareholder Agreement, AlA Services was obligated to redeem Donna
Taylor's shares prior to the date Reed's Promissory Note was due on August 1,2005. 6
Therefore, the Series A Preferred Shareholder Agreement has no effect on the undisputed
facts regarding default in payment of both the principal and interest and the order granting partial
summary judgment was correctly entered. 7
The cases cited by AlA Services in support of its position are simply not applicable to its
argument, which is invalid for the reasons stated above. In Culp v. Tri-County Tractor, Inc., 112
Idaho 894 (Ct.App. 1987), the defendant corporation was indebted to plaintiffs, two individuals.
6 A copy of the Series A Preferred Shareholder Agreement is attached as Exhibit B to John Taylor's
Affidavit dated February 21, 2008. It is interesting to note that defendant makes no explanation in its brief as why
its obligation under the Series A Preferred Shareholder Agreement has not been timely performed and why it is not
in default of an obligation to Donna Taylor which is expressly due years prior to the maturity date of the promissory
note owed to Reed Taylor. The Agreement provides that an additional $100,000 would be paid to Donna Taylor
every 6 months after Reed's Down Payment Note was paid in full. This never happened as Donna Taylor should
have been paid years ago. The evidence in the record demonstrates that Reed's Down Payment Note was paid prior
to 2002. See Hearing, Ex. AJ. AlA Services is merely attempted to forgo paying Donna Taylor as an improper
means of never paying Reed.
7 To reiterate, even if there were not a default in the payment of principal, then there is a default with
respect to the payment of the interest due on the Note. Reed is still entitled to a partial summary judgment finding
as a matter of law that there was a default with respect to the unpaid interest (approximately $2,500,000). Reed is
still entitled to enforce his rights and remedies under the Amended Stock Pledge Agreement and realize upon his
collateral, including, without limitation, the stock of AlA Insurance.
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Subsequently, the corporation borrowed from a bank and in order to facilitate the transaction, the
plaintiffs subordinated their debt to the bank. The subordination agreement provided that "no
payment shall be made" (principal or interest) to plaintiffs without the consent of the bank. The
subordination agreement had a provision that permitted the plaintiffs to terminate the
subordination agreement but provided that indebtedness owed to the bank "at the time" would be
superior and prior to the debt owed to the plaintiffs. It appears from the facts that the bank loan
was a line of credit. Interest came due on the debt owed to plaintiffs pursuant to the terms which
predated the bank loan. The corporation did not pay the interest to plaintiffs in deference to the
subordination agreement and the bank's rights.

Plaintiffs terminated the subordination

agreement and sued. The Idaho Court of Appeals held that "no default occurred" upon the
corporation's failure to pay the interest claimed by plaintiffs. This case, like the other cases
cited, does not support AlA Services.
AlA Services also cites Blickenstaff v. Clegg, 140 Idaho 572 (2004).

Blickenstaff

involves issues of priority among lienholders (deeds of trust) on real property. The bank was in
first position. Thomas was in second position. M&D was in third position. The legal issue in
the case was created when the debtor obtained a second loan from the bank and executed another
deed of trust. Thomas, in second position, subordinated his lien to the second deed of trust lien
of the bank - not to the bank's first lien

only to the bank's second deed of trust lien. M&D did

not subordinate its third position to the bank's second deed of trust. M&D sued and its priority
was determined. The Idaho Supreme Court held that M&D had priority over the subordinating
Thomas and priority over the bank's second deed of trust.

Id.

The effect of Thomas
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subordinating his second lien to the bank was to make him junior to M&D and the bank. This
lien priority case does not support AlA Services.
AlA Services also cites Provident Federal Savings and Loan Association v. Idaho Land

Developers, 114 Idaho 453 (Ct.App. 1988). This case also involves issues of priority among
lienholders (deeds of trust) on real property.

The defendant developer was obligated to

defendant creditor on a note secured by a deed of trust. The developer subsequently obtained a
loan from plaintiff bank secured by a deed of trust and, as a condition of the loan, defendant
creditor executed a subordination agreement in favor of plaintiff subordinating its lien to the
bank. The developer defaulted on the bank loan and the bank sued. Summary judgment was
granted and affirmed in favor of the bank. The Idaho Court of Appeals found the subordination
agreement unambiguous and "clearly provides a first priority status to the plaintiff." ld. at 456.
To reiterate, the preceding cases cited by AlA Services in support of its position are
simply not applicable to its argument or the facts before the Court in this case. Interestingly,
these cases do nicely illustrate the operation and effect of subordination agreements and fully
support the effect of the Subordination Agreement between Donna and Reed Taylor on the
obligation due to Reed by AlA Services. Partial summary judgment was properly granted by the
Court in this case.
5. Even if AlA Services' Argument Were Valid, AlA Services Is and Has Been
in Material Breach of the Preferred A Shareholder Agreement and Reed and
Donna Taylor Are Relieved from Their Obligations.

Courts throughout the country have long held that a party who is in material breach of a
contract may not enforce the contract:
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Modern courts, and the Restatement (Second) of Contracts, recognize that something
more than a mere default is ordinarily necessary to excuse the other party's performance
in the typical situation, subscribing to the general rule that where the performance of one
party is due before that of the other party, such as when the former party's performance
requires a period of time, an uncured failure of performance by the former can suspend or
discharge the latter's duty of performance only if the failure is material or substantial.
14 Williston on Contracts § 43:5 (4 th Ed.) (2007).
AlA Services' argument could not better illustrate why courts relieve parties of
performing under an agreement in which another party is in material breach. AlA Services is in
material breach ofthe Series A Preferred Shareholder Agreement-an agreement under which its
performance is material.
D. AlA Services' New Evidence On Waiver and Estoppel Fail as a Matter of Law.
AlA Services again attempts to convolute the facts and law with its waiver argument.
However, the Court is not required to make any findings of fact or conclusions of law regarding
waiver or estoppel as noted above. See LR.C.P. 52(a).
AlA Services has abandoned its ill-conceived argument that John Taylor's alleged
reduced salary constituted detrimental reliance and replaced it with the new arguments, which
are contradictory or inadmissible.
One of AlA Services' arguments pertains to the alleged loan guarantees by AlA
Insurance, but this argument is illogical and not grounded in good faith for several reasons.
First, AlA Insurance's guarantee of the Crop USA loan is a violation of AlA Insurance's
Bylaws.

See Affidavit of Reed Taylor filed on February 26, 2007, Ex. M.

Second, AlA

Insurance is Reed's collateral. Thus, the loan guarantee only impairs Reed's collateral. Third,
AlA Insurance is not the entity indebted to Reed under the Promissory Note. AlA Services is the
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maker of the Note. Fourth, neither AlA Insurance nor AlA Services owns any interest in Crop
USA and John has consistently testified that Crop USA is not liable for Reed's Note.
The other arguments made by the AlA Services are based upon inadmissible or sham
evidence as discussed below. The cases cited by AlA Services are either all distinguishable from
the facts before the Court or are not properly cited or quoted by AlA Services.
1. Most All of John's New Affidavit Is a Sham and Should Be Excluded as
Evidence.

In support of AlA Services' Motion for Reconsideration, R. John Taylor submits a new
affidavit that contradicts earlier testimony and contains significant inadmissible evidence. Reed
objects to John's newest Affidavit to the extent of the inadmissible or sham portions of the
Affidavit.
A party may not create an issue of material fact by an affidavit contradicting his prior
deposition testimony.

Kennedy v. Allied Mut. Ins. Co., 952 F.2d 262, 266-67 (9th Cir.

1991 )(Holding that the utility of summary judgment would be greatly diminished if a party
examined at great length on deposition could raise an issue of fact simply by submitting an
affidavit contradicting prior testimony).
Affidavits opposing summary judgment must set forth facts as would be admissible in
evidence. I.R.C.P.56(e). A party has the right to object to evidence prior to such evidence being
admitted by the trial court:
The time for the trial court to rule on the admissibility of evidence is after the party
against whom it is offered has had an opportunity to object... [a] party must be given an
opportunity specifically to object to the introduction of evidence and is entitled to a ruling
thereon by the trial judge.

Theesen v. Continental Life & Acc. Co., 90 Idaho 58, 62, 408 P.2d 177 (1965). "[A]ny
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redundant, immaterial, impertinent, or scandalous matter" may be stricken by the court. I.R.C.P.
12(f).
A trial court may exclude evidence offered by a party on its own authority without a
motion to strike or an objection made by opposing counsel. Hecla Mining Co. v. Star-Morning

Mining Co., 122 Idaho 778, 782-83, 839 P.2d 1192 (1992).
Portions of affidavits which are argumentative, lack foundation, speculative, conclusory,
inaccurate, unfounded, and/or unsupported should be stricken. R. Homes Corp. v. Herr, 142
Idaho 87, 93-94, 123 P.3d 720 (Idaho App. 2005); Sprinkler Irrigation Company, Inc. v. John

Deere Insurance Company, Inc., 139 Idaho 691,697,85 P.3d 667 (2004).
Evidence must be relevant. LR.E. 402. "Although relevant, evidence may be excluded if
its ... outweighed by the danger of unfair prejudice, confusion of the issues ... or by considerations
of delay, waste of time, or needless ... cumulative evidence." I.R.E. 403. Hearsay is not
admissible evidence. LR.E. 802; Sprinkler Irrigation Co. v. John Deere Ins. Co., 139 Idaho 691,
85 P.3d 667 (2004).
Legal opinions and conclusions of law contained in an affidavit may not be considered
and should be stricken. Tortes v. King County, 119 Wn. App. 1, 12-14, 84 P.3d 252 (2003). A
party's subjective, undisclosed intent is immaterial to the interpretation of a contract and
irrelevant. 17 Am.Jur.2d, Contracts, § 347 (2004).
Here, Reed objects to relevant portions of John's newest Affidavit for all of the reasons
stated above and requests that the Court strike the portions of the Affidavit that are a sham and/or
or inadmissible evidence, particularly since his Affidavit is in opposition to summary judgment
and submitted in support of reconsideration.

John's Affidavit is not "new" or "additional"
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evidence submitted in good faith.

Rather, AlA Services is submitting newly fabricated or

inadmissible evidence through John's Affidavit that is submitted solely for the purpose of
attempting to create an issue of material fact that does not exist.
2. Even if Reed Had Waived Any Prior Defaults (which the evidence does not
support), Such a Waiver Does NOT Constitute Waiver of Future Defaults.
A waiver of a past default does not prevent a creditor from asserting his rights on any
subsequent default. Pattyn v. Favers, 133 Mont. 560,327 P.2d 818,820 (Mont. 1958).
In Pattyn v. Favers, the Montana Supreme Court cited and following the Restatement of
Contracts in holding that "waiver or indulgence of a particular default would not operate as a
waiver of any subsequent default." Id.
Here, even if AlA Services had presented evidence to demonstrate an issue of material
fact existed that warranted having a jury decide the issue of waiver, Reed is not barred from
reasserting his rights to subsequent breaches or defaults.

E. The Court Properly Granted Reed's Motion for Partial Summary Judgment
Because AlA Services is in Default of the Original Promissory Note and the Alleged
Orally Modified Version of the Promissory Note.
As a matter of law, the Court properly granted Reed's Motion for Partial Summary
Judgment on the $6 Million Note.
1. AlA Services is in Default of the $6,000,000 Promissory Note.

AlA Services is in default of the Promissory Note ("Note"). Under the terms of the Note,
AlA Services promised to pay Reed $6,000,000, plus any accrued interest on August 1, 2005.
AlA Services failed to pay the Note in full and partial summary judgment was appropriate.
III
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2. Even if the $6,000,000 Promissory Note Was Orally Modified, AlA Services
is in Default of the Alleged Modification.
Assuming that the alleged oral modification actually occurred and is enforceable, AlA
Services was in default and failed to timely cure. The full remaining $6,000,000 principal, plus
all accrued interest, is due and partial summary judgment was appropriate. Because all of AlA
Services' defenses are based upon its alleged oral modification, partial summary judgment was
appropriate in any event because of AlA Services' default and failure to timely cure its breach of
the alleged oral modificiation.
3. AlA Services Received Numerous Notices of the Default and that the Full
$6,000,000, Plus Accrued Interest Was Due and Payable.
AlA Services was provided numerous notice of default by Reed and failed to timely cure
after receiving such notices. Thus, partial summary judgment was appropriate under the original
Promissory Note or the alleged orally modified version as AlA Services failed to cure any
default months after receiving written notice from Reed.
F. The Statute of Frauds Bars the Alleged Oral Modification.
As explained in Reed's Motion for Partial Summary Judgment and Reply in Support of
Partial Summary Judgment, "[pJarties [may] orally extend the time for performance of their
agreements, so long as no other material terms is changed and the agreement is made before the
underlying contract's expiration." Kelly v. Hodges, 119 Idaho 872, 875, 811 P.2d 48 (Ct. App.
1991). Thus, an agreement required to be in writing by the statute of frauds may be orally
modified to extend the time of performance only. Jd. (emphasis added).
Under the alleged oral modification, AlA Services would never be required to begin
paying the accrued interest until the companies reached a premium goal of $30,000,000 or to pay
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principal to Reed unless they reached $60,000,000 in annual premium. All of these targets may
never be reached. No promises to not place AlA Services in default or any other material terms
may be changed. The Promissory Note also contains a no prepayment clause which effectively
eliminates any possibility of AlA Services avoiding the statute of frauds.
The same holds true for the material terms modified or removed from the Amended Stock
Pledge Agreement and other agreements. They are all barred from being orally modified by the
statute of frauds because material terms would be changed.
As a matter oflaw, the alleged oral modification would change material terms of the Note
and Amended Stock Pledge Agreement and is barred by the statute of frauds. See Kelly, 119
Idaho at 875; I.C. § 9-505.

G. John's Terms of the Alleged Oral Modification Do Not Constitute an Enforceable
Oral Modification.
AlA Services cites Mackay v. Four Rivers Packing Co., WL 427789, *3 (Idaho 2008) for
the misplaced argument that the terms of the alleged oral modification are certain and
enforceable. The facts now before the Court are in no way similar to the facts in Mackay. In
Mackay, there was credible evidence supporting the argument and the issue of material fact
related to if employment would be until a certain age, for a life time, etc.-all of which can be
certain and definite.
The following is an example of the uncertainty and indefiniteness of the unenforceable
alleged oral modification. 8

8 As explained in Reed's Motion for Partial Summary Judgment, the oral modification fails as a matter of
law. For the reasons stated in Reed's Motion for Partial Summary Judgment and Reply In Support of Partial
Summary Judgment, the alleged oral modification fails as a matter of law. Reed incorporates by reference all law
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Cite

Pay the Accrued Interest
I When AlA Would
to Reed on the Note?
· .. at about $35 Million in new business
placements, the companies could begin
catching up on accrued interest.
About means about. Until we actually achieve
the results, you don't know if our excess cash
flow will be at thirty-five million or thirty-four
or thirty six, but my estimate was around
thirty-five million.
I estimated at thirty five million total
premiums, that they would begin throwing off
excess cash, we could, didn't have to, or begin
catching up on the interest.
Somewhere between thirty-five and thirty.
I think that I've stated several times today, we
would begin catching up on interest when we
were cash flow positive. At the court, I said I
think that's around thirty million. In the
affidavit, I was more specific at thirty-five in
new business.
· .. that we would likely be able to begin catchup on the interest as soon as we hit around
thirty million of premium.
When AlA Would Pay the Principal to Reed
.. , we would have enough ability to begin
retirement based upon some kind of restructure
in 2008 or '9, when we hit sixty million.
And that we would again be able to restructure
and begin paying off AlA and this debt as soon
as we hit sixty to seventy million in premium
and that was our goal.
· . .it was based upon the assumption that he
[sic] would be paid when we hit in the sixty to
seventy-million premium range.
When the companies achieved $60 million in
new business placements, the companies
would then be able to retire his note ...

Affidavit of John Taylor dated February 28,
2007, p. 4, 116.
[Affidavit]
Cressman Aff., Ex. A, p. 130, II. 3-6.
[Deposition]

Cressman Aff, Ex. A, p. 132, 11. 5-8.
[Deposition]

Cressman Aff, Ex. A, p. 149,1. 14.
[Deposition J
Cressman Aff., Ex. A, p. 151,11. 17-2l.
[Deposition]

Cressman Aff, Ex. B, p. 70, 11. 8-10.
[Hearing]

Cite
Cressman Aff, Ex. A, p. 132,1. 24 .
[Deposition]
Cressman Aff, Ex. B, p. 70, 11. 10-13.
[Hearing]

Cressman Aff, Ex. B, p. 78, II. 3-5.
[Hearing]
Affidavit of John Taylor dated February 28,
2007, p. 4, 1 16.
[Affidavit]

and facts cited in support of his Motion for Partial Summary Judgment into this Memorandum of Law. See e.g.,
Black Canyon Racquetball Club, Inc. v. Idaho First Nat. Bank, NA., 119 Idaho 171, 804 P.2d 900 (1991).
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'" he was to be paid when we hit sixty million
dollars in premium ... The balance of his note
six million plus accrued interest. Any accrued
interest.
Well because at fifty-nine million for three to
four years in a row, you would have good cash,
strong cash flows.
Reed Would Be Paid When the Companies
Were Financially Able to Pa.J'Him
... the plaintiff agreed to defer his receipt of the
unpaid principal and interest on his note until
the companies were financially able to be
restructured and to redeem his note.
I think that I've stated clearly, my contention is
that we've orally modified the agreement to
Reed extending the payments ... Until we are
financially able to pay him.
We've always intended and indicated to Reed
that we would be able to pay his interest and
principal once the companies were
economically viable again.
When the companies were economically
viable.
And able to borrow the amount of money to
pay Reed off.
A combination of borrow or current assets, yes.
... we would pay off the note when we were
financially able to do that.
Whenever the companies were viable, we
would pay the note.
When they had the ability to pay it. [referring
to the companies]
When they had sufficient assets or borrowing
power to do so.
I said that the obligation is AlA Services
Corporation and that would be paid when the
companies are economically viable.
'" we would have enough ability to begin
retirement based upon some kind of

Cressman Aff., Ex. B, p. 79, II. 8-11.
[Hearing]

Ashby Aff., Ex. A, p. 135, II. 3-5.
[Deposition]

Cite
Affidavit of John Taylor dated February 28,
2007, p. 4, ~ 16.
[Affidavit]
Cressman Aff., Ex. A, p. 83, II. 19-21; p. 84, I.
2. [Deposition]

Cressman Aff., Ex. A, p. 85,11. 13-15.
[Deposition]

Cressman Aff., Ex. A, p. 86, 1. 14.
[Deposition 1
Cressman Aff., Ex. A, p. 86,11. 16-17.
[Deposition 1
Cressman Aff., Ex.
[Deposition]
Cressman Aff., Ex.
[Deposition 1
Cressman Aff., Ex.
[Del!osition1
Cressman Aff., Ex.
[Deposition]
Cressman Aff., Ex.
[Deposition]
Cressman Aff., Ex.
[Deposition]

A, p. 86, 1. 22.
A, p. 91, 11. 4-5 .
A, p. 93, 11. 4-5.
A, p. 93,1. 11.
A, p. 93, 11. 17-18.
A, p. 102,11. 4-6.

Cressman Aff., Ex. A, p. 132,11. 22-23.
[Deposition]
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restructure.
I think my agreement, I would indicate again,
Cressman Aff., Ex. A, p. 133,11. 8-11.
that the agreement with my brother was that we [Depositions]
would begin or be able to pay him off when
both companies were financially able to do so.
... when the companies were economically
Cressman Aff., Ex. A, p. 146,11. 7-8 .
viable to do that.
[Deposition]
When we had cash flow positive EBIT from
Cressman Aff., Ex. A, p. 149, 11. 18-19.
the two companies ...
[Deposition]

Based upon the above testimony of John Taylor, the alleged oral modification fails as a
matter of law as John can unilaterally determine if or when Reed gets paid, whether the alleged
targets are ever met, or whether the companies are ever financially able to pay Reed. In addition,
even the exact amount of interest payments owed to Reed every month under the alleged oral
modification is unclear and uncertain. AlA Services has been unable to cite a single case that
supports its arguments because no such case exists.
H. AlA Services Has Not and Cannot Meet the Required Burden for an Interlocutory
Appeal.
Although AlA Services has not formally moved the Court for an order permitting an
interlocutory appeal, Reed will respond because AlA Services cannot meet the burden required
for such an appeal. Idaho Appellate Rule 12(a) provides:
Rule 12. Appeal by permission
(a) Criteria for Permission to Appeal. Permission may be granted by the Supreme
Court to appeal from an interlocutory order or decree of a district court in a civil
or criminal action, or from an interlocutory order of an administrative agency,
which is not otherwise appealable under these rules, but which involves a
controlling question of law as to which there is substantial grounds for difference
of opinion and in which an immediate appeal from the order or decree may
materially advance the orderly resolution of the litigation.
ld.
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In Budell v. Todd, 105 Idaho 2 (1983), the Idaho Supreme Court explained the intent,
purpose and limitations of I.A.R. 12:
I.A .R. 12 was adopted by the Court in 1977 and implemented a procedure similar
to an appeal from an interlocutory order from a federal district court to a court of
appeals under 28 U.S.C. § 1292(b) and Rule 5 of the Federal Rules of Appellate
Procedure for the United States Courts of Appeals ... The basic criteria for
consideration of such an appeal by certification from an interlocutory order under
Rule 12 is that the order "involves a controlling question oflaw as to which there
is substantial grounds for difference of opinion," and that an immediate appeal
from the order "may materially advance the orderly resolution of the litigation .... "
In accepting or rejecting an appeal by certification under I.A.R. 12, this Court
considers a number of factors in addi tion to the threshold questions of whether
there is a controlling question of law and whether an immediate appeal would
advance the orderly resolution of the litigation. It was the intent of I.A.R. 12 to
provide an immediate appeal from an interlocutory order if substantial legal issues
of great public interest or legal questions of first impression are involved. The
Court also considers such factors as the impact of an immediate appeal upon the
parties, the effect of the delay of the proceedings in the district court pending the
appeal, the likelihood or possibility of a second appeal after judgment is finally
entered by the district court, and the case workload of the appellate courts. No
single factor is controlling in the Court's decision of acceptance or rejection of an
appeal by certification, but the Court intends by Rule 12 to create an appeal in the
exceptional case and does not intend by the rule to broaden the appeals which
may be taken as a matter of right under I.A.R. 11.
Budell, 105 Idaho at 3-4 (emphasis added).
It is clear from Budell that the standards for permissive interlocutory appeal under I.A.R.

12 must rise to the level of a substantial legal issue of public interest or a legal issue of first
impression and that it is an exceptional appellate procedure. None of these standards is present
in the instant case. AlA Services has not even alleged any of the required standards.
An illustrative and instructive case where the Idaho Supreme Court granted a permissive
interlocutory appeal under I.A.R. 12 is Winn v. Frasher, 116 Idaho 500 (1989). A significant
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legal question of first impression was presented in that case as to whether the "Fireman's Rule"
was applicable in Idaho:
This is a personal injury action. The trial court denied a motion for summary
judgment of the defendants on the ground that the so-called "fireman's rule" does
not exist in this state. We disagree and reverse and remand ...
We granted permission for these appeals under this rule. We took this unusual
action because we viewed the question presented by the motion for summary
judgment and the trial court's decision as one of first impression that would be
controlling in this case. We concluded that these appeals would advance the
orderly resolution of the litigation. Cf Budell v. Todd, 105 Idaho 2, 665 P .2d 701
(1983).
Wynn, 116 Idaho at 501.
In Winn, there was obviously "a controlling question of law as to which there [was]
substantial grounds for difference of opinion."

LA.R. 12.

In the instant case there

IS

no

substantial legal issue of public interest or legal issue of first impression to warrant use of an
"exceptional" appellate procedure. AlA Services' only attempt to establish the criteria of LA.R.
12 is to assert that the court's order "involves a controlling question of law in that it resolves the
central issue in this litigation - whether Defendants are in default of the Note." AlA Services'
Brief, p. 26. This hardly conforms to the standards set forth in Budell v. Todd and Winn v.
Frasher. Not surprising, AlA Services cites no cases in support of its motion.
AlA Services and AlA Insurance's request for interlocutory appeal should be denied
because they have not and cannot establish the criteria for a permissive interlocutory appeal.
This case does not involve a substantial legal issue of public interest or a legal issue of first
impression as contemplated by LA.R. 12 and the Idaho Supreme Court.
III
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III. CONCLUSION
The Preliminary Injunction against Reed Taylor should be dissolved and the $200,000
bond posted with the Court should be held as security until Reed Taylor is able to file a Motion
against the $200,000 bond.
The Defendants' Motion for Reconsideration, Clarification and Request for Interlocutory
Appeal should be denied.
DATED: This 2ih day of February, 2008.
SMITH, CANNON & BOND PLLC

BY:;£!~
/Ro rick C. Bond
Ned A. Cannon
Attorneys for Plaintiff Reed 1. Taylor
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CERTIFICATE OF SERVICE

I, Roderick C. Bond, declare that, on the date indicated below, I served a true and correct
copy of Reed Taylor's Reply in Support of Motion to Dissolve Preliminary Injunction and
Memorandum in Opposition to AlA Services Motion for Reconsideration, Clarification and
Request for Interlocutory Appeal on the following persons via the methodes) indicated below:

Via:

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, WA 99403
Attorney for Defendants JoLee Duclos and
Bryan Freeman

( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
Via:

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
Attorney for R. John Taylor

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

Via:

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

Via:

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AlA Insurance, and
Crop USA Insurance Agency

( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
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ZI47

James J. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Attorneys for Crop USA Insurance Agency

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Signed this 2ih day of February, 2008, at Lewiston, Idaho.

Roderick
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